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I.  INTRODUCTION 


• This  study  was  specified  at  a meeting  in  Los  Angeles  on 
January  21,  1976  and  authorized  at  a further  meeting  in  San 
Francisco  on  January  22,  1976. 

• Questionnaire  development  and  selection  of  respondents  was 
performed  in  February  and  actual  interviews  started  March  1,  1976. 

• The  study  is  based  on  on-site  interviews  with  40  banks  dis- 
tributed by  geography  and  size  as  shown  in  Exhibit  I-l.  Interviews 
were  carried  out  as  follows: 

- Peter  Cunningham  - Washington,  Florida,  Virginia, 

Pennsylvania,  Missouri,  Illinois 

- Richard  Overton  - Ohio,  Indiana 

- Tim  Tyler  - Colorado,  Texas 

• A mid-point  review  was  held  with  Bradford  in  New  York  on  March  26, 
1976.  At  that  time,  minor  modifications  were  made  to  the  interview 
questionnaires.  It  was  also  suggested  that  the  market  in  secondary  cities 
be  investigated.  Subsequent  research  was  carried  out  in  Kansas  City, 

St.  Louis,  Indianapolis,  Cleveland  and  Cincinnati. 

• ^ The  prime  emphasis  in  contacting  banks  was  to  interview  the  senior 
trust  department  officer,  followed  by  a senior  executive  (defined  as  a 
President,  senior  board  member  such  as  Chairman  or  Vice  Chairman,  or  an 
Executive  Vice  President),  and  the  chief  operations  officer. 
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DEPOSIT  SIZE  ($  MILLION) 
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• Only  one  bank,  a small  bank,  flatly  refused  to  cooperate. 

Indeed,  banks  in  $100-300  million  deposit  size  range  were  more  of  a 
problem  to  schedule  than  the  large  ones. 

• For  individual  executives,  the  chief  executive  officer  was  the 
most  difficult  to  contact  and  schedule.  When  contacted,  reference 

was  often  made  to  an  Executive  Vice  President.  The  Trust  and  Operations 
Officers  were  relatively  easy. 

• An  average  of  over  interviews  per  bank  was  maintained.  This 
ratio  was  determined  by  the  length  of  interviews  and  the  scheduling  limi- 
tations which  narrowed  the  ’’window"  for  scheduling  for  the  third  and 
fourth  bank  contacted  in  any  given  city. 

• Respondents  were  generally  receptive  to  the  interview  and  were  very 
interested  in  the  results  of  the  research.  The  interviews  were  identified 
to  respondents  as  being  45  minutes  to  1 hour  long:  in  fact,  they  probably 
averaged  Ih  hours.  Where  respondents  only  scheduled  45  minutes,  several 
times  the  interviews  were  not  completed.  Virtually  all  these  respondents 
offered  to  provide  more  information  later  should  that  be  necessary. 

• Many  respondents  requested  not  to  be  identified  by  name  in  any 
report  that  was  published.  Only  one  bank  requested  complete  anonymity. 

For  this  reason  the  interviews  should  be  treated  carefully. 

• Respondents  were  told  that  they  would  receive  a copy  of  the  analysis 
made  and  that  the  sponsor  would  probably  identify  itself  when  that  report 
was  circulated. 

• A list  of  the  banks  included  in  the  survey  is  shown  in  Exhibit  1-2. 
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EXHIBIT  1-2 


ID  No. 
BRDOOl 
BRD002 
BRD003 
BRD004 
BRD005 

BRD006 

BRD007 

BRD008 

BRD009 

BRDOlO 

BRDOll 

BRD012 

BRD013 

BRD014 

BRD015 


LIST  OF  BANKS  INCLUDED  IN  THE  RESEARCH 


Deposit 

Size 

Interview 

Type 

Bank 

State 

($  Million) 

Senior 

Trust 

Opns 

Puget  Sound  National  Bank 

Washington 

317 

* 

Bank  of  the  West 

Washington 

102 

* 

Rainier  Bank 

Washington 

$2.  IB 

* 

* 

Anonymous 

Washington 

- 

* 

* 

* 

First  National  Bank  of 
Miami  Beach  (Flagship) 

Florida 

193 

($1.4B) 

* 

* 

Southeast  First  National 
Bank  of  Miami 
(Southeast  Banking  Corp) 

Florida 

$1.3B 

($2.7B) 

* 

Pan  American  Bank  of 
Miami  (Pan  American 
Bank  Shares,  Inc.) 

Florida 

166 

(569) 

* 

First  State  Bank  of  Miami 
(First  State  Banking 
Corp. ) 

Florida 

124 

(263) 

* 

* 

Industrial  Valley  Bank 
and  Trust  Company 

Pennsylvania 

777 

* 

* 

Continental  Bank 

Pennsylvania 

909 

* 

First  Pennsylvania  Bank, 

N.A. 

Pennsylvania 

$4.3B 

* 

* 

First  Virginia  Bank 
(First  Virginia  Bank- 
shares) 

Virginia 

395 

(932) 

* 

* 

e 

Clarendon  Bank  & Trust 
(Financial  General 
Bankshares) 

Virginia 

205 

($2.6B) 

* 

* 

United  Virginia  Bank 
(United  Virginia 
Bankshares) 

Virginia 

717 

($1.9B) 

* 

First  8 Merchants 

Virginia 

$1.3B 

* 

* 

* 
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EXHIBIT  1-2  (Continued) 


LIST  OF  BANKS  INCLUDED  IN  THE  RESEARCH 


ID  No. 


Bank 


Deposit 

Size  Interview  Type 

State ($  Million)  Senior  Trust  Opns. 


BRD016 

Commerce  Bank  of  Kansas- 
City  (Commerce  Bank- 
shares,  Inc.) 

Missouri 

557 

($1.3B) 

* 

BRD017 

Mercantile  Bank 

(Mercantile  Bancorp) 

Missouri 

$1.4B 
($2. IB) 

* 

BRD018 

First  National  Bank  in 
St.  Louis  (First  Union, 
Inc. ) 

Missouri 

$1.3B 

($1.9B) 

BRD019 

United  Missouri  Bank  of 
Kansas  City  (United 
Missouri  Bankshares) 

Missouri 

410 

(736) 

BRD020 

Harris  Bankcorp. 

Illinois 

$2.9B 

BRD021 

American  National  Bank 
and  Trust  Company  of 
Chicago 

Illinois 

$1.2B 

BRD022 

Northwest  National  Bank 
of  Chicago 

Illinois 

310 

BRD023 

LaSalle  National  Bank 

Illinois 

614 

BRD024 

National  Bank  of  Commerce 

Texas 

218 

BRD025 

Mercantile  National  Bank 
at  Dallas 

Texas 

865 

* 

BRD026 

First  National  Bank  of 
Ft.  Worth 

Texas 

606 

BRD027 

Republic  National  Bank 
of  Dallas 

Texas 

$3.  IB 

BRD028 

American  National  Bank 

Colorado 

139 

BRD029 

Central  Bank  of  Denver 

Colorado 

321 

BRD030 

Affiliated  Bankshares 
of  Colorado 

Colorado 

691 

* 

* 


* * 


* * 

* * 


* 


* * 
* 


* 


* 


* 


* 


* 
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EXHIBIT  1-2  (Continued) 


LIST  OF  BANKS  INCLUDED  IN 

THE  RESEARCH 

Deposit 

Size 

Interview 

Type 

ID  No. 

Bank 

State 

($  Million) 

Senior 

Trust 

Opns . 

BRD03I 

First  of  Denver 

Colorado 

$1.2B 

* 

BRD032 

Morris  Plan  Corp. 

Indiana 

119 

* 

BRD033 

Merchants  National  Bank 

Indiana 

666 

* 

* 

BRD034 

American  Fletcher  National 
Bank 

Indiana 

$1.4B 

* 

* 

BRD035 

Indiana  National  Bank 

Indiana 

$1.3B 

* 

* 

BRD036 

Southern  Ohio  Bank 

Ohio 

161 

* 

BRD037 

The  Provident  Bank 

Ohio 

375 

* 

BRD038 

The  Fifth  Third  Bank 

Ohio 

579 

* 

BRD039 

Society  National  Bank 

Ohio 

972 

* 

* 

BRD040 

National  City  Bank 

Ohio 

$1.5B 

* 

* 

* 

INPUT 


• One  factor  affecting  the  interviews  was  the  relationship  of 
many  banks  with  holding  companies.  In  some  cases  the  heads  of 
departments,  even  chief  executives  in  banks,  were  responsible  for 
day-to-day  operations  and  marketing  while  all  significant  decisions 
were  in  the  holding  company.  Where  this  could  be  identified  we 
attempted  to  interview  an  executive  of  a bank  who  was  also  an 
executive  in  the  holding  company. 

• Particularly  in  Florida,  the  size  of  the  lead  bank  in  a holding 
company  did  not  represent  the  size  of  the  holding  company,  which  was 
often  several  times  larger.  In  the  case  of  trust  departments,  this 
often  did  not  matter  as  the  lead  bank's  senior  trust  officer  was 
usually  the  senior  trust  person  in  the  whole  company.  In  operations, 
however,  this  was  not  the  case  and  there  was  usually  an  executive  in 
the  holding  company  with  overall  responsibility  for  operations. 

• Respondents  were  told  that  this  was  a survey  of  senior  executives 
in  banks  to  determine  their  attitudes  to  changes  in  banking  over  the 
next  5 years.  In  addition,  it  was  explained  that  we  had  a sponsor  in 
the  business  of  providing  services  to  banks  that  wished  to  determine 
hov7  it  could  better  serve  the  banking  industry  in  terms  of  products  and 
services. 
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II.  SUMMARY  AND  RECOMMENDATIONS 


A.  RECOMMENDATIONS 


1 . Trust  Department  Services 

• Bradford  should  emphasize  selling  stock  transfer  services  to  very 
large  (over  $1  billion)  and  large  ($300  million  to  $1  billion)  banks. 

• There  is  a large  market  potential  (several  departments  that  had  not 
been  contacted  by  Bradford  mentioned  letting  it  do  their  stock  transfer 
business) . 

• These  services  should  be  sold  at  the  chief  executive  level,  although 
this  is  one  area  trust  executives  will  support  going  outside. 

• Employee  benefits  services  are  required  and  Bradford  should  emphasize 
a complete  range  of  services  in  this  area,  particularly  participant 
accounting  and  government  reporting. 

• In  a total  approach  to  trust  departments,  Bradford  should  plan  to 
offer  complete  support  services: 

- market  research 

- marketing  consulting,  and  support  services 

- cost  and  profitability  accounting  systems 

- an  integrated  pricing  service 

- management  standards 

- performance  measurement  and  evaluation 

• For  the  longer  term,  Bradford  should  offer  personal  trust  systems 
targeted  at  various  trust  sizes,  with  the  very  large  trusts  as  a relatively 
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low  priority.  These  generally  have  spent  millions  of  dollars  on 
developing  their  own  systems  and,  unless  they  are  major  failures,  are 
difficult  to  replace. 


2 . General  Banking  Services 

• The  major  need  of  banks  is  for  expertise  in  building  computer/ 
communications  networks  for  EFTS  and  other  banking  activities.  This  is 
a highly  competitive  market,  but  the  'switch'  is  the  'hot  button'  for 
many  executives  right  now. 

• Senior  executives  want  it  and  operations  officers  do  not  view  it 
as  a threat. 

• Among  specific  products  needed  by  banks  are  sophisticated  analytical 
models  of  flows  of  funds,  structure  and  profitability  of  services,  and 
other  forecasting  and  financial  models.  Bradford  should  plan  to  acquire 
these  capabilities. 

• To  the  extent  possible,  Bradford  should  offer  high  quality  bank 
consulting  services  but  restrict  access  to  those  companies  that  are 
using  it  for  processing. 

• All  systems  developed  and  offered  by  Bradford  should  be  on-line 
systems,  either  through  a minicomputer  or  on  the  main  processors. 

• Bradford  should  not  get  into  the  standard  bank  facility  management 
market  at  this  point  for  any  size  of  bank.  The  only  exception  would  be 
as  an  outgrowth  of  existing  contracts  and  then  mainly  as  a defensive 
measure. 

3.  Marketing  Strategies 

• Sell  processing  services  at  the  CEO  level. 
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• Emphasize  controlling  or  reducing  overall  costs  of  operation 
and  * keeping  up  with  technology'. 

• Because  of  the  potential  demand  in  stock  transfer  right  now,  indulge 
in  a 'skimming'  program. 

• The  advantage  of  this  program  will  also  be  to  get  better  exposure  for 
Bradford. 

• Establish  an  image  as  trust  and  banking  experts  by: 

- advertising  with  graphics  and  pictures 

- mailing  to  chief  executive  officers  a monthly  'fact'  sheet  on 
Bradford  activities  with  useful  performance  data. 

- call  on  chief  executives  and  senior  trust  people,  they  are  open. 

• Articles  and  appearances  before  congressional  committees  will  help 
too;  get  on  the  side  of  bankers! 

• However,  with  the  movement  of  the  insurance  industry  and  S&Ls  into 
trust  and  other  banking  areas,  Bradford  should  develop  programs  and  possibly 
subsidiaries  to  penetrate  these  markets. 

• In  terms  of  approach  to  the  network  and  'switch'  markets,  Bradford 
should  look  for  management  contracts  when  banks  combine  their  requirements 
in  areas  such  as: 

ACHs 

DTCs 

- local  'switches'  , such  as  that  established  by  Master  Charge 
banks  in  St.  Louis. 

• Emphasize  planning,  marketing,  market  research  and  other  services 
as  adjunct  to  processing  services.  By  buying  Bradford's  services,  not 
only  will  a bank  save  money  it  will  get  a competitive  edge. 
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• Target  heavily  on  second  tier  banks.  Often  the  lead  bank  in  an 
area  is  comfortable,  even  if  it  is  only  $500  million.  It  is  the  next 
ones  down  that  feel  the  pinch. 

• However,  in  trust  particularly,  threats  from  outside  banking  make 
lead  banks  potential  users  of  services. 

• Bradford  should  establish  a relationship  with  a mini-computer 
supplier  to  use  their  products  as  front-end  and  local  processors. 
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B.  SUMMARY  OF  RESULTS 


1 , Concerns  of  Executives 

• As  one  senior  executive  in  a large  bank  stated,  'All  of  us  are 
scratching  our  heads  over  what  will  happen'.  The  banking  industry  is 
uncertain  of  its  future,  the  services  it  should  provide,  and  the 
competition  in  providing  these  services. 

• The  major  cause  of  uncertainty  and  the  chief  concern  of  senior 
executives  is  the  Electronic  Funds  Transfer  System  (EFTS)  developments. 

The  capital  requirements  and  the  high  risk  of  technology  changes  were 
viewed  as  particularly  important. 

• Operation  executives  felt  EFTS  was  of  lower  priority  and  were  more 
concerned  with  the  use  of  standard  computer  systems  in  controlling  costs. 

This  is  consistent  with  the  planning  horizon  of  senior  executives  and 
operations  executives. 

• Trust  executives  were  concerned  about  computer  systems,  in  general, 
to  the  same  extent  as  costs  and  profitability.  In  terms  of  immediate 
priority,  costs  and  profitability  have  the  edge.  Operations  executives 
are  similarly  concerned  in  these  areas. 

• Competition  was  of  significant  concern  to  senior  executives,  far 

more  so  than  to  operations  or  trust  executives.  Again  this  was  particularly 
related  to  EFTS.  The  banks  have  exerted  extremely  strong  pressure  against 
S&L  development  into  'their' areas  and  this  comes  through  in  the  interviews. 

2 . Operations  Changes  and  Requirements 

• The  growth  of  remote  banking  will  have  a fundamental  impact  on  operations 
and  organization.  The  structure  of  this  operation  is  not  yet  defined  in 
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most  banks.  Additionally,  remote  banking  developments  are  linked  to 
branch  banking  changes  in  many  states,  and  these  will  also  have  an 
important  impact. 

• All  bank  executives  are  concerned  about  the  nature  of  new  services, 
how  to  market  them  and  the  fee/pricing  structure  to  be  used. 

• Services  and  operations  executives  are  looking  to  remote  banking  to 
reduce  costs,  primarily  those  of  personnel.  Trust  executives,  too,  regard 
automation  as  the  key  weapon  in  controlling  costs  and  getting  better 
'price/performance'  from  their  people. 

• Specifically,  a hierarchical  structure  of  central,  regional,  ’mother’, 
and  local  branches  is  envisioned  rather  than  the  two-tier  structure 
prevalent  now.  Those  states  that  do  not  yet  have  branch  banks  are 
expected  to  do  so  in  the  next  five  years.  Banks  will  move  from  ’bricks 
and  mortar ’ branches . 

• Banks  will  consolidate  support  functions  but  decentralize  decision- 
making and  also  distribute  intelligence.  There  is  a strong  indication 
that  minicomputers  will  have  wide  acceptance  as  branch  and  department 
level  processors.  At  least  25%  of  trust  departments  contacted  plan  to 
use  or  are  considering  use  of  minicomputers,  as  front-end  processors 
primarily. 

• Demand  deposit  and  savings  accounts  are  expected  to  be  integrated  over 
the  next  five  years. 

• Probably  most  banks  will  be  tied  into  Depository  Trust  Companies. 

• Within  the  next  five  years  banks  will  become  heavily  dependent  on 
on-line  computer  systems.  They  will  use  these  systems  to  support 
decentralized  decision-making  and  to  cut  down  on  the  massive  volumes  of 
paper.  Some  form  of  check  truncation  will  also  be  introduced. 
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• Large  banks  will  heavily  emphasize  correspondent  bank  processing 
particularly  in  unit  banking  states . 

• Trust  departments  view  employee  benefits  opportunities  as  providing 
profitable  ’current  fee’  business.  Thus  they  are  placing  considerable 
emphasis  in  this  area,  often  more  than  in  personal  trust. 

• Corporate  trust,  particularly  stock  transfer,  is  regarded 
negatively  by  many  departments;  they  are  considering  getting  out  of  the 
business  or  of  turning  it  over  to  someone  else,  such  as  Bradford.  There 
is  a basic  concern  over  the  viability  of  stock  transfer  business  in  a 
’certificateless’  society. 

• In  evaluating  their  availability  of  internal  resources  to  match 

the  tasks  ahead  of  them,  trust  and  operations  executives  were  surprisingly 
close  in  their  view  of  their  self-sufficiency;  in  both  cases  two  thirds  of 
them  felt  they  had  the  resources.  Senior  executives  were  not  quite  so  sure; 

less  than  half  of  them  stated  they  had  all  the  resources. 

• At  all  levels  the  most  scarce  resource  was  identified  as  people; 

even  when  banks  had  the  quality  of  people  they  wanted  (and  few  executives 
were  willing  to  admit  they  did  not  have  this  quality) , the  quantity  of 
professional  people  was  a concern. 

• Senior  executives  were  also  concerned  about  the  capital  investments 
required  for  EFTS,  primarily  for  hardware.  These  requirements  have  not 
yet  been  included  in  projected  data  processing  plans  or  budgets. 

3.  Banks  Use  of  Operations  Services 

• Banks  are  generally  accustomed  to  using  outside  services.  Almost 
every  trust  department  reported  use  of  investment  or  accounting  services; 
many  of  them  using  processing  services.  Half  the  senior  executives 
reported  using  outside  processing  services. 
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• The  processing  services  used  outside  the  trust  department  were 
generally  for  functions  outside  the  'mainstream'  of  the  business, 
including  payroll,  mortgage  processing  and  credit  cards.  Two  banks 
contacted  were  using  facilities  management. 

• In  attitudes  towards  the  use  of  a management  contract  for  all  or 
parts  of  the  processing,  trust  executives  were  by  far  the  most 
positive: 

- 50%  of  trust  executives  would  consider  FM  for  all  their 
processing. 

- 30%  would  consider  it  for  parts,  usually  stock  transfer. 

•L  (o 

• Only  out  of  ^en  senior  executives  would  consider  an  FM 
contract  while  5 of  14  operation  executives  would  consider  one. 

• About  half  of  the  senior  executives  and  trust  executives  were 
positive  about  the  use  of  outside  processing  services;  operations 
officers  were  less  positive. 

• In  terms  of  new  services  that  bank  executives  would  consider, 
both  operation  and  senior  executives  identified  the  EFTS  'switch' 
and  other  terminal /network  services.  Modelling  and  marketing  support 
were  also  identified.  Non-mainstream  processing  services  continued 
to  be  open  for  consideration,  specifically  trust  and  payroll. 


4 . Decision  and  Selection  Processes  Leading  to  Services  Contracts 
• One  of  the  problems  of  an  outside  processing  services  vendor  is 
that  banks  use  a 'bottom-up'  decision  and  selection  process. 
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Typically,  a committee,  either  an  existing  or  specially  formed  one, 
is  established  to  evaluate  the  issue  or  the  proposal.  This  usually 
has  a heavy  participation  from  the  EDP  department. 

• However,  several  executives  mentioned  that  the  place  to  start  in 
the  organization  was  at  the  CEO  level  in  the  bank,  or  holding  company 
if  one  exists. 

• The  selection  and  decision  itself  may  often  be  in  the  hands  of 

a committee.  This  is  a negative  in  many  ways,  because  'change’  needs 
more  support  than  'continuation':  strong  opposition  from  one  person 
can  act  as  a 'black  ball'. 

• There  is  some  discernible  trend  to  moving  away  from  committee  de- 
cision-making . 

• Banks  would  rely  most  heavily  on  internal  sources  in  the  decision 
and  selection  process.  The  most  important  source  of  information  would 
be  contacts,  often  informal,  with  other  banks. 

• Important  characteristics  in  vendor  selection  are  reliability  and 
proven  track  record,  together  with  quality  of  people  and  financial  sta- 
bility. However,  a very  important  reason  for  going  outside  in  the  first 
place  is  the  ability  to  'keep  up  with  technology.’ 

• Banks  are  not  'RFP'  oriented;  they  tend  to  respond  to  specific 
proposals.  This  emphasizes  the  need  for  broad  exposure. 
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5.  Bradford’s  Image  and  Competitive  Position 


• Bradford  was  'recognized’  by  less  than  50%  of  the  executives 
interviewed. 

• Even  in  trust  departments  only  60%  of  executives  identified 
Bradford  as  a trust  services  company  and  many  of  the  comments  indicated 
nothing  more  than  an  awareness  that  Bradford  was  in  the  stock  transfer 
business . 

• Among  senior  executives  the  situation  was  worse  with  only  about 
20%  exposure,  putting  Bradford  in  with  ADP,  EDS,  SBC  and  UCC. 

• In  terms  of  ’quality'  of  comments  made  by  trust  executives,  there 
were  a few  negatives,  about  40%  were  positive,  but  even  more  expressed 
the  fact  that  little  was  known  about  Bradford. 

• Since  the  main  sources  of  information  for  executives  are  small  groups 
of  banking  'friends’  it  is  hard  to  spread  a reputation  quickly. 

• In  the  personal  trust  field,  SEI  is  the  strongest  competition  in 
terms  of  recognition,  particularly  in  medium  and  smaller  departments. 

• Packages  supplied  by  banks  are  a strong  competitive  thrust:  in  par- 
ticular packages  developed  jointly  by  a bank  and  IBM  receive  the  benefit 
of  some  IBM  marketing. 

• Several  banks  are  looking  to  provide  trust  services  in  the  same  way 
as  correspondent  banking. 

• The  implication  of  EFTS  and  network  requirements  is  that  large  companies 
will  become  more  competitive  in  the  banking  industry  in  providing  'total' 
services.  IBM,  and  AT&T  will  be  important  factors. 
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• Minicomputers  are  potentially  a large  threat  or  an  opportunity, 
particularly  in  trust  operations.  Bunker  Ramo  is  already  installing 
minicomputers  in  trust  departments  and  they  will  provide  more  than 
quotation  services  through  them. 

• Several  turnkey  systems  for  trust  departments  are  being  developed. 
Possibly  that  with  the  widest  exposure  to-date  is  Digi-Trust.  There 
is  some  indication  SEI  will  offer  a mini-based  system. 
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i RESULTS  OF  THE  STUDY 


A.  CONCERNS  OF  BANK  EXECUTIVES 

1.  Senior  Executives 

• The  major  concern  of  senior  executives  overall  is  EFTS,  as  shown 

•Z- 

in  Exhibit ^Jl-T=vr.  Of  those  expressing  this  concern,  almost  all  of  them 
felt  it  was  a concern  in  the  next  two  years  and  that  it  would  continue  on 
over  the  next  five  years.  Executives  were  concerned  about  EFTS  from 
several  viewpoints: 

“ Cash  investment  (capital)  requirements 

- Impact  on  competition 

• The  capital  requirements  of  EFTS  were  viewed  as  entailing  high  risk 

because  of  technology  changes  and  the  competitive  nature  of  the  business. 
Additionally,  the  profitability  of  such  services  was  called  into  question 
by  some  respondents.  In  this  context,  pricing  of  such  services  was 
expressed  as  a concern  by  several  executives:  one  respondent  noted  that 

his  bank  sold  services  to  a local  savings  and  loan  company  which  then  "gave" 
the  services  away  free  to  its  customers.  The  problems  of  competitive  pricing 
in  such  an  environment  were  serious  considerations. 

• Not  surprisingly,  the  next  most  serious  concern  of  the  senior 

/ i 

executives  was  that  of  competition,  particularly  that  of  unfair  competition 
from  the  thrift  industry.  Here,  most  executives  concerned  about  competition 
were  looking  for  it  to  become  more  serious  in  the  2-5  year  time  frame.  In 
some  cases  it  was  identified  as  being  due  to  the  impact  of  EFTS  opening  up 
the  retail  market  to  competition.  Half  the  respondents  in  this  category 
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felt  that  competition  was  their  most  serious  concern  looking  out  towards 
1980. 

• The  regulatory  and  legislative  environment  was  of  significant  con- 
cern, particularly  relating  to: 

Enabling  of  EFTS 

- Competition  from  thrift  and  other  sources 

- Branching  and  expansion 

- General  trend  to  over-regulation 

As  one  respondent  expressed  it,  there  is  a movement  towards  treating  banks 
as  financial  utilities  to  be  controlled  and  regulated  as  other  utilities. 
Congressional  legislation,  particularly  in  the  competitive  area,  appears 
to  be  anathema  to  bank  executives.  Indeed,  virtually  all  regulatory  and 
legislative  changes  are  viewed  negatively  by  banks  with  the  exception  of 
hoped-for  branch  banking  changes  in  several  states.  In  this  context,  one 
executive  in  Florida  was  a little  more  sanguine  in  that  he  expected  to  be 
able  to  sell  services  to  S&Ls  and  develop  a substantial  market  there. 

• Two  areas  of  concern  that  could  be  expected  to  rank  high  on  a more 
traditional  basis  were  loan  control,  including  real  estate  loans,  and  pro- 
fitability or  cost  control.  Both  of  these  were  concerns  in  the  short  term 
rather  than  over  the  5 year  horizon.  Loans  were  a particularly  sensitive 
issue  in  Florida  and  Virginia.  Future  credit  risks  and  the  need  to  expand 
quality  borrowing  were  also  identified  as  issues.  However,  it  appeared  that 
future  loan  consideration  would  primarily  be  at  the  department  level  rather 
than  the  senior  executive  level,  once  the  major  problems  were  ironed  out. 

• In  terms  of  profitability,  personnel  costs  were  advanced  as  the  major 
factor  to  be  controlled,  although  several  executives  were  concerned  with  EDP 


21 


INPUT 


t ■ it< 


li-l 


•1 

»Qm 


^•Ij 


*??l 


* Mi 


n **«3?  3v  i n .-iX»i:t,  iwr,-  -atfr 

.-;■  Hi' 

♦,03  gi'iJtf  isx::  V I'f »J ir'j  ^ . 

t5, 

- • ‘ *6'  J ™ 


%} 


~^1  ■ , ■ r"  ^ JV 


1 ! ' ' 

Ik 

L 

4,An*4  /l  '■<  j. 

I 

i 

1. 

■ in  4#;»  4,;..  i 

‘as 


4:31.  >ij‘>^T»*‘Mtipj '.fv  jglpErTirf^s  ^ tfl-  ii ■‘^36jrro*4a»7 


r £■•  bi*,4  K'-.iic'f  ?«K»  dd  4?  .^:^.i:Jt  •'-■ 

.",Tti“-in  - -n-t  aX  i-::M 


)p- 


f-t 


-?:5i-w  ‘f..3Jnfc<j  vd  Liv  ny  ‘ S'.^u»itc^a 

:}  .24&aa3a  <tX  aiytitH-'  t'fff 

1 !.  .1  , t \i  . ^ «3i>,*  ^'tm:  aC  / - ' ? t.  njs 

- ■ ; • . \ ^ v;*i’  ■ ■ 


^ • 


t- 


»-not»T  • :^I  i.-  .if'  Jrr;  r c.  J liijJolJ'  A'fio  lio  "bv^! 


.^/IU:,-.'Ct  ^ 


I i...  X&4'  j ,,  ti'l^i^'Jl':',  ,i«*iOi  a% 

1.  r® j :ib.v,.  i,j:  r.  -^ntp-.fjfi ,5=!*»'i'*  i*- 

9m^^i 

V.M  j'm:-  ..  • ,'fu.UJti^^  •.  fe^^W. 

^ 

! ■*»  ■■";:>«  i'.  i’lri  I ■^*i:t.  ■.-,  ■;  I 

<«i;  U.  7rf!fv|fj  . *T* 

>T  _,!6'  J5».  ; J- 

.,iv't  Tiw  .r  ;jH3atl<]r)t.»j'.a  3«^  ( 

yT7*'  •-■■  ^ 1^ 

- • . ' J 

■ ■ “ ’»*  *^0  1 ♦o*i^)  J&|_3m  rtdi  O . i1SiV»l  lUii'SOa  adJT  I.urtj 

Ifc* 

■' 'j 

tif 


- "i  - 

r»43  inyitt 

• Dv.  ^ . 

■ .-Ifr  U/^  . :«IEe/ 

.rci*  <*,«  X r'if- V -''isv’ 


:I'J 


Jt~ 


s » 


• <> 


»» I 


J Jri*;i> 


I r}v ij  ;.aiiaufii:^' , i'<£»ci-  i‘-  ,i  ie 

• - # 

•Kt^  I'  itM-  I'*:  :i  tlfc  :«>e  i' * ..  J 


3 aI, 


•,f.  %.  - 


/u  ■■ 


i*<x  0 3 


iitv' 

: ’ w 

S .JK  ■"  ' 


and  its  costs,  outside  of  EFTS  considerations. 

• The  final  two  areas  of  significant  concern  to  senior  executives 

were  also  related:  branching  and  the  movement  to  new  services  were  of 

concern  to  almost  a third  of  the  respondents.  In  that  EFT  is  related  to 
electronic  branching  in  some  areas,  there  was  a double  concern  in  the 
extent  to  use  electronic  branches  instead  of  ’’bricks  and  mortar"  as  well 
as  the  degree  to  which  branches  should  be  established.  In  states  such  as 
Pennsylvania,  there  was  a concern  as  to  whether  branching  or  acquisition 
would  be  the  way  to  go. 

• New  services  certainly  involved  EFTS  but  also  changes  in  the  basic 
services  were  identified  as  a concern.  Specifically,  the  move  towards  the 
merger  of  DDA  and  savings  accounts  with  the  consequent  payment  of  interest 
on  deposits,  was  an  area  with  considerable  impact  on  system^  pricing,  and 
competition. 

• As  far  as  overall  growth  was  concerned,  branching  was  viewed  as 
potentially  the  most  significant  avenue  of  growth.  Whether  this  would  be 
accomplished  "de  novo"  or  by  acquisition  was  of  concern  in  several  states. 
Basically,  however,  the  move  towards  acquisition  seems  slower  than  might  be 
expected  given  the  competitive  and  technical  environment.  Only  two  banks, 
one  in  Ohio  and  one  in  Florida,  expressly  stated  they  would  be  making 
acquisitions. 

• In  terms  of  growth  rates,  Florida  and  Ohio  banks  expected  to  grow 

fairly  consistently:  one  large  Florida  branch  stated  it  would  double  in 

5 years  at  its  current  growth  rate.  Some  indication  was  that  Texas  banks 
would  also  grow  quickly.  Pennsylvania,  Virginia  and  Indiana  banks  appeared 
to  expect  stability  or  moderate  growth. 
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• Management  of  the  float  is  a concern  that  was  not  once  volunteered 
by  a senior  executive  but  which  scored  very  high  once  it  was  identified, 
as  shown  in  Exhihit^-IXl~3-i — The  level  of  concern  was  higher  in  the  larger 
banks  as  would  be  expected.  Those  banks  with  multi-state  or  international 
operations  had  more  immediate  concern  in  this  area. 

• It  appears  that  banks  have  expended  considerable  efforts  to  control 
float.  Such  comments  as  "It  is  a problem  area,  but  is  improving"  were  fre- 
quently voiced.  Banks  have  installed  input  analysis  systems  such  as  proof- 
of-deposit;  packages  have  been  developed  and  sold  quite  successfully  in 
this  area. 

• In  examining  the  extent  of  senior  executives’  concern  about  competi- 

tion, the  thrift  industry,  particulary  S&Ls,  is  of  overwhelming  impact  as 
shown  in  Exhibit  Expansion  of  large  banks  either  on  a state  or 

national  basis  was  nowhere  near  as  important  in  the  minds  of  senior  execu- 
tives. However,  no  evidence  was  volunteered  of  the  actual  projected  impact 
of  S&L  competition  on  the  volume  of  business  of  banks. 

• The  main  concern  of  senior  executives  appears  to  be  not  the  magnitude 
of  the  projected  impact,  but  the  way  it  will  be  done.  Several  executives 
stated  that  they  would  have  no  problem  with  the  competition  from  S&Ls,  pro- 
vided they  were  forced  to  maintain  the  same  reserve  requirements,  and  the 
"discriminatory"  interest  differentials  were  removed. 

• One  respondent  identified  trades  unions  as  a factor  in  the  competitive 
environment.  This  has  also  been  identified  as  a potential  problem  in 
operations,  particularly  EDP.  The  impact  of  unionization  on  bank  opera- 
tions would  be  very  serious  from  the  point  of  view  of: 

- Control  of  personnel  costs 
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SENIOR  EXECUTIVES  CONCERN  ABOUT  COMPETITION 
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Replacement  of  people  by  automation 


The  priority  of  executive  concerns  closely  parallels  the  fru 


quency  of  mention^as  shown  iir-Exhiblt  y except^th,airEFTS  loses 

a lot  of  ground  when  it  comes  to  relative  pr^rdTty.  Although  still 
important,  only  two  respondents  thought  it  the  most  important.  Perhaps 
a large  part  of  the  concern^-d:^  the  fear  of  the  unknown,  since  the  impacts 


on 


prof itability , jccf^etition,  and  extent  of  services  have  not  yet  been 


determinec 


It  is,  however,  of  sufficient  priority  for  many  banks  to 


a task  force  assigned  to  forecasting  this  impact. 


A' 


• Operational  concerns  that  rise  to  the  senior  executive  level  are 
distributed  among  several  areas  as  shown  in  Exhibit  There  is  no 

clear  over-riding  concern,  except  perhaps  the  use  of  computers.  In  this, 
executives  are  concerned  about  centralization  versus  decentralization, 
changes  in  technology,  system  development,  and  the  structure  of  computer/ 
communications  networks. 


• A concern  that  begins  to  appear  at  this  point  in  the  interview  pro- 
cess is  that  of  marketing.  More  than  just  pricing  or  getting  into  new 
services,  executives  are  concerned  about  the  overall  approach  to  the  various 
banking  markets  which  will  exist.  In  many  cases  the  size,  nature  and  dis- 
tribution of  these  markets  is  unknown  now.  Hence,  marketing  becomes  in- 
creasingly evident  as  a serious  problem  area  in  the  responding  banks. 
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EXHIBIT  I1I-4 


PRIORITY  OF  SENIOR  EXECUTIVES  CONCERNS 


Legislation  Profitability 
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EXHIBIT  H' 


OPERATIONAL  CONCERNS  AT  SENIOR  EXECUTIVE  LEVEL 
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2. 


Trust  Executives 


• Half  of  the  trust  department  executives  interviewed  (responsible 
for.  approximately  $25  billion  in  assets)  were  concerned  about  their 
computer  system  over  the  next  two  years,  as  shown  in  Exhibit  ^ 

They  were  updating  their  system  to  allow  for  growth,  many  of  them 
moving  to  an  on-line  environment.  This  was  viewed  as  extremely  impor- 
tant by  many  of  the  executives  interviewed. 


• The  updating  of  systems  often  involved  package  procurement  from 

another  bank  or  a vendor.  North  Carolina  National  Bank  and  St.  Joes, 

were  mentioned  several  times  in  this  context.  The  latter  is  an  old 

system  and  primarily  is  being  used  by  smaller  banks. 

_ ~ ... 

• A continuing  problem  in  EDP  is  that  of  obtaining  priority  for 
trust  needs  in  competition  with  other  bank  EDP  processing.  Although 
the  requirements  of  trust  EDP  are  among  the  more  complex  in  a bank 
and  the  trust  use  of  its  computers  is  often  a significant  proportion, 
neither  EDP  nor  bank  executives  will  give  their  development  requirements 
the  support  or  priority  that  trust  department  executives  want.  This  is 
one  of  the  main  reasons  trust  executives  may  look  to  outside  support  or 
are  considering  use  of  minicomputers. 


• Use  of  EDP  is  strongly  emphasized  as  a weapon  in  controlling  costs. 
For  example,  the  executive  in  charge  of  a $220  million  asset  trust  depart- 
ment mentioned  a 45%  increase  in  accounts  was  handled  with  a 22%  decrease 
in  personnel  through  a new  system  put  on  a IBM  System/370,  Model  145. 


• Small  departments  with  $10-50  million  of  assets  were  generally  not 
computerized  yet.  But,  even  at  this  size,  with  10  or  20  people,  there  is 
a recognition  of  its  importance. 
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CONCERNS  OF  TRUST  EXECUTIVES 
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Number  of  Respondents 
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• The  next  most  frequently  mentioned  concern  of  trust  executives 
was  that  of  profitability  and  controlling  costs.  These  have  been 
combined  for  presentation.  As  one  executive  with  a $700  million 
asset  trust  department  said,  "Profitability  is  overstated  - it  is  the 
reasons  for  profitability  that  are  important".  As  an  issue,  profit- 
ability was  enhanced  because  of  the  recent  trust  conference  in  Atlanta 
which  had  this  as  its  theme . 

• In  controlling  costs,  trust  executives  were  mainly  concerned  about 
people.  These  were  viewed  as  very  expensive,  with  perhaps  75%  of  the 
budget  being  in  payroll.  In  fact,  25%  of  the  executives  specifically 
identified  personnel  as  a major  concern;  their  availability  and  training, 
as  well  as  costs  are  factors  in  this.  One  of  the  major  problems  in  making 
system  changes  is  the  inertia  of  the  people  in  the  department.  Installation 
of  any  new  system  must  be  accompanied  with  extensive  education  and  training 
in  order  to  be  successful. 


• Both  profitability  and  computer  systems  were  viewed  as  continuing  con- 
cerns by  the  executives. 


• The  corollary  of  cost  control  in  maintaining  profitability  is  in- 
creasing revenues.  This  appears  to  be  more  of  a basic  concern  to  executives 
than  cost  control.  They  know  how  costs  can  be  controlled;  by  cutting  people, 
reducing  expenses,  cutting  computer  bills,  etc.  However,  they  generally  do 
not  know  how  to  market  in  the  changing  environment.  This  is  particularly 
true  in  personal  trust  and  employee  benefits. 


• Related  to  marketing  and  profitability  is  the  concern  over  pricing  and 
fee  structures.  This  concern  can  be  broken  into  two  areas: 

Basis  for  pricing, ^assets  or  services  rendered^ 
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- Amount  of  fee  (price)  to  charge 

• Several  respondents  intended  to  change  from  an  asset-base  fee 
structure  to  a fee-for-service  concept,  particularly  in  newer 
programs.  The  basic  problems  with  selling  this  to  their  clients  were 
of  major  concern  to  these  respondents.  On  the  other  hand  the  trust 
executive  of  a $4  billion  department  stated  that  they  had  considered 
changing  fee  base  and  had  rejected  it.  Basically  he  stated  he  "believes 
long-term  growth  in  equities  will  continue".  They  made  money  in  a 
"down"  market  and  have  made  even  more  in  the  last  year. 

• As  far  as  the  amount  of  fee  to  charge,  many  departments  have  not 
had  regular  pricing  review  procedures  and  in  some  instances  the  prices 
have  not  been  changed  in  many  years,  up  to  12  in  one  case.  One  factor, 
of  course,  in  the  probate  area,  is  regulation  of  fees. 

• Another  factor  in  establishing  pricing  policies  and  fees  is  the 
availability  of  profitability  information.  One  specific  need  that  was 
identified  was  for  good  cost  accounting  information.  Executives  want  to 
have  profitability  data  by  type  of  service  as  well  as  individual  accounts. 
This  is  generally  not  available. 

• One  consequence  of  cost  analysis  at  the  overall  level,  is  a major 
concern  of  trust  department  managers  on  the  viability  of  stock  transfer 
as  a long  term  business.  There  was  an  indication  that  some  banks  would 
stay  in  it  only  to  provide  services  to  favored  corporate  customers.  Smaller 
trust  departments  particularly  consider  it  a non-prof itable  business. 

• However,  concern  over  profitability  in  stock  transfer  was  not  limited 
to  small  banks.  One  multi-billion  dollar  department  got  out  of  it  several 
years  ago;  two  large  Texas  banks  both  considered  they  may  get  out  of  it 
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because  it  was  not  profitable.  Similar  size  banks  in  Indiana  and 
Colorado  expressed  the  same  sentiments.  One  bank  in  Ohio  con- 
sidered it  may  drop  it  but  that  "things  were  much  better  now  that 
they  have  gone  with  Bradford". 

• Another  reason  for  concern  in  this  area,  and  the  specific  reason 

for  an  increase  in  the  level  of  concern,  is  the  trend  to  "certificateless" 
stock  transfers.  By  replacing  certificates,  many  departments  wonder  if 
the  stock  excnanges  will  put  them  out  of  the  business. 

• Legislation  and  regulation  were  viewed  as  increasingly  important. 
Impacts  in  several  areas  were  of  concern: 

- Reporting  requirements 

- Restrictions  and  controls  in  the  employee  benefits/ 

ERISA  area 

- Tax  implications 

- Restructuring  of  estate  taxes 

- Probate  law  changes 

- Potential  "spin-off"  of  trust  departments  from  banks 

- Liabilities  in  trust  fund  management  and  potential  for 
malpractice  suits 

Over  the  long  term,  this  is  likely  to  be  the  most  serious  concern  of  trust 
executives . 

• With  regard  to  the  potential  "spin-off"  of  trust  departments,  the 
statement  was  made  that  few  of  them  have  the  capital  and  resources  to 
survive  such  a traumatic  experience. 

• In  competition,  the  main  concerns  voiced  affected  the  employee 
benefits  area.  Here  there  appears  to  be  a scramble  for  accounts  among 


33 


INPUT 


tr.s  IV'. 


.-.J' 

if’^ 


m 


1 


'.■'I.  -M  ■■  ^<*>0  ' .'JA^trjii 

■ ' ".'  '*■ ' ' ■^'■ 

a*<^j  t.t»-H>  ^^)  ,'ui  t‘: r'-^.'.M  a t iJJ'i?  si  tjw'itji'f'-.t  jj.  ■■'•'4^hXa 


vvCT.'J'' 


T.rf5-  •■-■,■  Jft- 

*"4*  ■’ 


'll 


.«b;.  tV.T«l  4tilf  suo^i  avT.rf  » 


.-.  * • -'*6 

i 


3 


le.  yfl"  . 'iva--  - plj 


• /'  \ } ' -'sp<’''  ■■■"’■  i:  '■' I , •li»'--’->-  ■'  , ._  ^ , 1^, 


...  - . , ' “^ 


-«  % 


• ‘50.j 


Cuj  nS#^''..  .-■•^  " 


- ' »■  ■'* 


■fci  #’’^; 


■ ‘V^-  V V'  ‘’^.■■•■■•^"'  g"'''.. 


:if^ 


A8J)iS 

i» 


^'  ', ' ■-■‘J'?' 

^ ‘ ^ T^Lii 


. efaffej  sssjHi^»  ; » I iiif/!j»xnr:Jc 

■ ^ :v- 

J,  •!,..' J ^cSr  i.^i 


f I 

’ • "W  - 


'"limif'.iJMWf:  ' 'ft 

•i'  ,■  ,bS,  ,i 


■Vi  " i .'i'-  1 ■ 

t •* ’m!:  JO.C.  ^t>rr> 


iiiL./ 


rfit  'ii 


■*'!..•<'’•  I . ' 


• .vn  ...v' 

•a  - q3’ i #?.fe  ,ieMj  ^<B7.3S  anal  «wf3  .^‘ 


V 


jt 

^■£i: 


i"™  ,‘.  * - . 


.V  L-^'  . ^ ' . ; ,' 

e,J  ' » liu  i IMUJ '<:  t^igi  '^3  vV'in  lift  •'vi»l 

. ' . ■ <-*c-  \ 

Tr  -4 


<' ' ' * " “ 


> fift  • 


insurance  companies,  credit  unions,  savings  and  loans,  and  the  banks, 
not  to  mention  investment  advisors.  Law  firms  were  also  identified 


as  being  increased  competition  in  the  personal  trust  area. 


• ERISA  and  employee  benefits  in  general  were  specifically  identified 


as  concerns  by  almost  a third  of  the  respondents.  This  is  probably  due 
to  the  emphasis  that  trust  departments  are  placing  on  it  as  an  avenue  for 
future  growth.  The  extent  of  the  bank  penetration  in  the  market  was 
identified  as  a problem;  it  has  dropped  to  maybe  50%.  Also,  reporting 
and  regulatory  issues  were  of  concern. 

• Other  concerns  mentioned  included  some  fundamental  issues  raised  by 

a few  of  the  executive  officers  of  very  large  trust  departments.  Over  the 
longer  term  they  are  concerned  with  the  distribution  of  wealth  and  how  it 
may  change.  One  executive  of  a multi-billion  dollar  department  commented 
that  there  would  be  "a  deconcentration  of  individual  wealth  and  a concen- 
tration of  shared  wealth".  A consequence  will  be  the  decline  in  size  of 
the  average  personal  trust  account.  This  corresponds  with  the  goal  several 
managers  expressed  of  targeting  on  smaller  accounts  in  a profitable  manner. 

• Other  concerns  were  Depository  Trust  Companies  and  their  potential 
benefits,  trades  unions,  and  the  establishment  of  common  trust  funds. 


• shown-  in-E-xhil34^-JLLX:=:?->  scurity  regulation  changes  were  of  con- 
cern to  more  than  half  of  the  respondents.  However,  only  6 of  the  respon- 
dents considered  the  regulation  changes  serious.  In  fact,  respondents 
often  asked  which  changes  were  being  referred  to.  The  responses  also 
indicate  that  executives  were  generally  not  familiar  with  the  changes. 

• In  general,  the  large  and  very  large  trust  departments  were  more 
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INPUT 


concerned  about  these  changes  than  the  smaller  ones,  possibly  because 
of  greater  familiarity  with,  and  exposure  to,  the  problems.  Such 
comments  as  "a  pain  in  the  neck"  were  made.  Particular  problems  were 
identified  in  the  volume  of  reporting  required.  One  executive  commented 
that  SEC  couldn't  possibly  use  all  the  data  collected.  The  finger-printing 
requirements  were  mentioned  in  passing  as  bothersome.  The  major  concern 
expressed  was  the  impact  on  liability  in  the  investment  management  function. 
This  will  probably  increase  as  awareness  of  the  impact  spreads. 

Q 

• Exhibit  shows  that  there  is  a fairly  even  distribution  among 

trust  executives  as  to  concern  over  float.  Only  6 of  the  28  respondents 
felt  very  strongly  about  it.  One  respondent  remarked  "only  the  American 
housewife  can  live  on  a zero-balance  budget"! 

• Particular  concerns  in  the  area  relate  to  two  kinds  of  float: 

- Uninvested  customer  cash 

- Dividend  and  interest  income,  and  funds  from  sales 
of  stocks  and  bonds 

The  first  earns  money  for  the  department,  the  second  loses  it. 

• Uninvested  customer  cash  can  be  considered  separately  under  "principal" 
and  "income".  There  was  general  agreement  that  sizable  amounts  of  uninvested 
principal  were  not  going  to  be  acceptable.  Some  banks  felt  that  $100  per 
account  was  possible,  others  considered  this  too  low  to  be  profitable  and 
that  $1000  would  be  more  reasonable. 

• For  uninvested  income,  the  solution  appeared  to  be  more  frequent  pay- 
outs, but  again  the  profitability  of  such  a measure  was  the  countervailing 
force. 

• As  far  as  the  banks'  collection  of  float  was  concerned,  the  general 
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consensus  of  the  delay  between  payables  date  and  receiving  "good" 
funds  was  2 days.  This  was  regarded  as  too  long  by  a number  of 
executives,  who  stated  the  ideal  delay  was  zero. 

• All  trust  executives  who  were  asked  were  familiar  with  the  con- 
cept of  Master  Notes,  as-showiL_in  ExhibitL_XXI^.  As  expected,  the 
larger  departments  were  more  inclined  to  be  users  than  the  medium  and 
smaller  departments.  One  executive  of  a small  department  stated  that 
he  had  been  asked  to  participate  but  wouldn’t  because  it  "didn't  fit 
their  style  of  business  I 

• Short  term  cash  held  in  customer  accounts  was  distributed  as  follows: 

- Master  Notes,  4 respondents 

- T-Bills,  4 respondents 

- Short  term  common  trust  funds,  2 respondents 

- Short  term  money  funds,  2 respondents 

- Other:  pools,  commercial  paper,  credit  notes,  4 respondents 

• Several  respondents  were  establishing  or  planned  to  establish  short 
term  common  trust  funds  precisely  to  meet  the  demand  for  investment  of  short- 
term available  cash. 

• Insurance  companies  were  identified  most  frequently  in  terms  of  com- 

7 

petitive  changes  in  the  trust  area,  as  shown  in  Exhibit  IXL=iO-.  Particularly 
important  was  their  thrust  in  the  pension,  employee  benefits  and  personal 
trust  areas  with  quaranteed  interest  rates.  One  $4  billion  trust  depart- 
ment executive  considered  insurance  companies  the  best  at  handling  "fixed 
money".  It  was  also  stated  that  "they  have  100  salesmen  to  our  1".  On 
the  other  side,  their  salesmen  are  motivated  by  large  commissions  which 
tend  to  drive  the  costs  up. 


38 


INPUT 


i *w|:i  1- 


>’  • •,■'  -I  hi^  iJfl''  : r.}^ 

. ivipti  «.  .r&  ‘ . -i  ■”,.  ''-'I  j •■.,-•  T »$fir  vliflp'ff  12! 

t irtu'/ 'Hr.  l;^S'»>3e  alffes 


•■\t 


.rtf  i^^iuLPii  . V '-f  p .-saiTf:*  i:. 


s] 


jfe- 


.'-V.  ^•^.t  5^4  i?'j  . n'if;'/<7i  »v‘-/  eyft«w'>'iaqi§^ 

_• . **  ^ ‘ '■  " 

r.  4^*  ' • Valf  ta#iR 


■%..  ^-V.  7^-T6JSy|i|^  » oJ  b’BJizii  rtnU^jl  1 ruif  StL„ 


e? 


^ . 


f ■ •■  ■ ' 

■>•- 'i/4j7[3iii4/' <iji«  »2r'mpj»7!<i  n/  n-»e 


r ? 


’ * « *fti. 


. ..  rwt”  »- 

„rf . -if¥' 

'^XT 

m 


f»T  ^eXfeEjrt 


5Siff9*6»»^:^  A ^nl  tjia*-X 

.«s;tst?73  •ftts^  i nofis. 

•'). 

* : ns  '1  ?v‘-  ,^t>T}in  V •a  ' V,  'Tie- J 


- ; 


'>.  ri'-v  »v/  ir-^ ii-^'C  1 •t  »o  jBr  ^ -^■' , -:■^fi.':'^^'‘ 1 : 4, 

‘ iu5  o\  m /hv*«..'.^  © r-j 

. • '‘■'3'M' 


III!  luiM^Yy 


V 


« 


. - 


ti 


-^■■'lOS.;  #iv  ft*r-' 

iil\' »'*'■'»  • , W ' 
‘ J*U 

n;U.' 


,i  9 SJ' 


»•' ' • u 


asn^t 


..  a* 


'.Z  f*',  fT-'uttSJ.  f.  .n,‘sm^  xVii.  fit  ti'jfittd'--  svIjx^hi 


ti'S'*  .A.<> 


’ ? *» 


f w>*j  'Sf  *»s7.tihfti:  4<iy*aA' »vJt;iwa^  wif 


I (A  1^1  t '.  L' .'  • (*‘?i  1 

/■iLi 

njnrti 


>.fK"  V 4j”  S0»lft  ||^  ii  .'\iftO0i4tl 

•'  i’  ’ *. 

' J. 

. j<<a  41^*^  , pKi*-  iwif  ii  »rfi 


I, .(' 


"„«■■■ 


. ,:i 


EXHIBIT 


-9 


FAMILIARITY  AND  USE  OF  MASTER  NOTES 


CO 

4J 

C 

(U 

'O 

C 

o 

a. 

CO 

0) 

Pi 

tw 

o 

0) 

•i 

3 


10- 


5- 


Familiar 

With 


39 


INPUT 
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Companies  Advisors/  • Banks 

, Money 

Managers 


AO 


INPUT 


• Savings  and  loans,  investment  advisory  services,  and  attorneys 
were  also  viewed  as  significant  competition,  real  or  potential,  in 
the  personal  trust  area.  S&Ls  were  being  enabled  to  enter  the  market 
and  investment  advisory  services/money  managers  were  already  in  it  in 
a sophisticated  manner.  Attorneys  were  establishing  trust  services 
departments  in  several  states;  in  other  states,  however,  such  as  Florida, 
not  much  change  was  envisioned  in  their  activities. 


• Bank  competition  was  not  projected  to  change  much  in  the  personal 
trust  and  employee  benefit  areas.  However,  money  center  banks  were 
expected  to  spread  out  and  particularly  attack  in  the  corporate  trust 
area.  In  this  context,  the  acquisition  of  Security  Trust  by  Northern 
Trust  was  viewed  as  a major  competitive  development  by  one  trust  execu- 
tive in  Florida. 


• Also,  two  executives  reported  that  the  activities  of  Bradford  in 
corporate  trust  were  making  things  more  competitive  in  that/^i^. 

y'' 

• Trust  executives  identified  profitability  as  their  number  one 
priority  when  asked  to  rank  the  concerns  exai^ned  in  detail  to  this  point. 
It  appears  that,  on  reflection,  these  c^i^f  trust  executives  decided  that 
this  is  their  main  responsibility  crTnsidering  all  the  changes  they  project  I 


• On  a priority  scale,  i^arketing  and  growth  then  becomes  the  next  most 
Important  issue,  ^^^shp^j^in  Exhibit  III-ll. 

• The  compu^r  systems  concern,  when  viewed  on  a priority  scale,  shrinks 
somewhat  in /importance , except  that  executives  were  looking  to  the  computer 
to  help /<fut  costs  and  increase  profitability. 


Concerns  over  specific  product  lines,  such  as  stock  transfer  and 
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employee  benefits,  also  shrink  considerably  in  importance  when 
viewed  on  a priority  scale.  This  may  well  be  due  to  the  respondents' 
desires  to  explain  the  department  activities  more  in  the  earlier 
questions.  Also,  to  a ceaftain  extent,  executives  were  giving 
"industry"  concerns  earlier  questions. 
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3 . Operations  Executives 


• Costs  and  related  profitability  was  the  chief  concern  of  operations 
executives  as  shown  in  Exhih±lrTrTX^12 . Furthermore,  when  mentioned  by 
respondents,  costs  was  often  the  number  one  priority. 

• Closely  following  costs  was  the  concern  of  executives  with  the  whole 
field  of  technology  and  data  processing.  This  was  supported  by  the  exe- 
cutives in  their  concern  with  new  services  and  the  whole  EFTS  environment. 
In  many  cases  these  may  simply  have  been  different  facets  of  the  same  un- 
derlying concern. 

• EFTS  and  technology  developments  will  certainly  take  considerable  ca- 
pital investment  and  the  affect  on  the  way  the  banks  actually  operate 
could  be  traumatic,  hence  the  concern  of  these  executives  with  the  whole 
area. 

• Even  the  regulatory  and  legislative  concerns  lay  in  the  area  of 
allowance  of  off-premise  and  on-premise  electronic  terminals  in  the  main. 
However,  there  were  other  concerns  in  states  such  as  Pennsylvania,  Illi- 
nois and  Missouri  on  the  affect  of  branch  banking  law  changes.  Several 
executives  were  particularly  concerned  in  this  area. 

• Other  concerns  raised  were  varied  but  often  referred  to  personnel 
and  other  changes  expected  as  a result  of  automation: 

- unionization 

- personnel,  3 responses 

- branch  banking,  2 mentions 

- standards  and  performance  measurement 

- capital  requirements,  2 mentions 
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• In  this  context,  the  specific  operations  concerns  of  systems  and 
personnel  were  obviously  important  as  shown  in  Exhibli-^IIT^l 3 . Also 
the  sheer  volume  of  paper  that  is  processed  was  a major  concern  to  se- 
veral executives,  particularly  in  the  check  processing  area.  Again 
the  personnel  and  costs  associated  with  this  were  of  concern. 
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B. 


CHANGES  EXPECTED  BY  EXECUTIVES 


1.  Senior  Executives 

• Because  of  the  extent  of  the  unknowns  in  their  concerns,  senior 
executives  did  not  advance  many  specific  actions  that  they  were  taking 
to  address  these  concerns.  Perhaps  the  most  significant  response  was 
that  almost  half  of  them  expected  to  make  use  of  systems,  or  technology 
developments.  Also,  "planning",  "studying"  and  "watching"  were  courses 
of  action  adopted. 

• In  terms  of  expected  organization  changes,  there  appears  to  be  a 
major  dichotomy  on  how  banks  will  approach  the  question  of  centralization/ 

rc> 

decentralization,  as  shown  in  Exhibit  II^KlA.  There  is  some  variation  by 
state  with  Virginian  banks  intending  to  consolidate  and  Ohio  banks  tend- 
ing to  decentralize. 

• The  dichotomy  may  be  partially  explained  by  the  fact  that  certain 
operations  functions  are  being  consolidated  while  business  decisions  are 
being  decentralized,  as  a Missouri  bank  executive  reported.  However,  in 
the  EDP  area,  there  is  a definite  trend  to  decentralization,  provided 
the  bank  already  has  a single,  unified,  EDP  operation.  Those  that  do 
not  have  this  may  still  consolidate  before  they,  too,  go  to  decentraliza- 
tion. 

j ..  • - 

• Operation  changes  expected  are  consistent  with  the  decentraliza- 

tion of  EDP  as  on-line  systems  become  more  prevalent,  as  shown  in 
Exhibit  Such  systems  require  a certain  amount  of  local  intelli- 

gence in  order  to  keep  bank  branches  and  terminals  functioning  when  the 
central  computer  and/or  communications  lines  become  inoperable.  Remote 
banking  means  the  whole  environment  of  ATMs,  CBCTs,  and  POS  terminals. 
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SENIOR  EXECUTIVES  VIEW  OF  ORGANIZATIONAL  CHANGES 
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EXHIBIT  I 


SENIOR  EXECUTIVES  VIEWS  OF  BANK  OPERATIONS  CHANGES 
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Senior  executives  in  all  five  $1-3  billion  deposit  size  banks 
emphasized  remote  banking. 

• Some  urban  banks  are  looking  to  replace  unprofitable  branch  banks 
with  automated  terminals.  This  will  remove  some  of  the  ethnic  and  social 
pressures  on  banks  to  retain  branches  in  the  inner  cities. 

• Additionally,  all  banks  are  concerned  about  the  increase  in 

costs  of  "bricks  and  mortar"  branches.  Several  executives  expressed 
themselves  strongly  about  the  construction  of  "monuments"  as  branches. 
EFTS,  but  more  simply,  the  use  of  off-premise  electronic  cash  machines, 
will  reduce  the  need  for  expansion  by  these  means.  Also,  they  provide 
for  the  expansion  of  services  without  increase  in  people  costs:  for 

example,  banking  hours  can  be  extended  readily  using  on-site  ATMs. 

• However,  the  concern  was  again  expressed  by  some  executives  on  the 
profitability  involved  in  replacing  tellers  by  ATMs.  One  executive 
felt  that  the  main  advantage  of  ATMs  was  reducing  lobby  traffic. 

• The  only  other  significant  change  in  operations  advanced  by  execu- 
tives was  the  merging  of  DBA  and  savings  accounts.  At  the  least,  this 
was  regarded  as  involving  consolidated  statements  and  payment  of  interest 
on  checking  balances.  Payment  for  services  would  then  be  made  by 
customers  - usually  executives  perceive  that  customers  will  receive 
earnings  credits  on  their  account  balances  against  which  fees  will  be 
charged. 

• The  overwhelming  reason  for  the  changes  in  automation  was  given  as 
cost,  as  shown  in  Exhibit-^XT=^^ . The  reasoning,  therefore,  is  that  EFTS 
in  particular  and  automation  in  general,  will  result  in  reduced  costs  or. 
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EXHIBIT  IJ:T^6 

PRIME  REASON  FOR  OPERATIONAL  CHANGES 
PERCEIVED  BY  SENIOR  EXECUTIVES 
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at  least,  expansion  at  a reduced  incremental  cost.  As  one  executive 
put  it:  "On-line  gives  you  more  service  at  less  cost".  However,  the 

Executive  Vice  President  of  a large  Missouri  bank  pointed  out  that 
"EFTS  will  sometime  become  efficient  cost-wise". 

• One  significant  factor  emerging  from  the  research  was  the  extent  of 

the  commitment  of  major  banks,  particularly  in  Pennsylvania,  Washington, 
Missouri,  and  Illinois,  to  correspondent  bank  processing.  Far  from 
wanting  to  back  off  from  such  processing,  several  of  the  banks  interviewed 
were  extremely  aggressive  in  their  intent  to  market  such  services.  As  one 
executive  stated:  "Correspondent  banking  is  the  second  best  way  to  con- 

trol money." 

• Another  executive  commented  that  "banks  were  subject  to  the  herd 
instinct"  when  it  comes  to  changes.  When  one  bank  goes  into  a new 
area,  other  banks  feel  compelled  to  follow.  This  again  appears  to  be 
true  in  the  EFTS  area. 

• A final  comment  on  EFTS,  is  that  one  small  bank  in  Virginia  con- 
sidered it  might  bypass  ATMs  completely  and  go  straight  to  POS  terminals. 

• In  spite  of  the  concerns  of  these  executives  about  the  costs  and 

risks  entailed  with  EFTS  and  other  changes,  almost  half  of  them  con- 
sidered they  had  all  the  resources  internally  to  deal  with  the  forth- 
coming  changes,  as  shown  in  Exhibit  Of  those  that  didn't,  the 

resource  most  frequently  lacking  was  that  of  people,  both  managers  and 
data  processing  staff.  Several  banks  specifically  stated  they  had  the 
capital  required.  Only  one  evinced  any  concern  about  "time"  as  a 
resource,  even  though  many  banks  planned  on  reacting  to  EFTS  require- 
ments. 
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EXHIBIT 


/3 


SENIOR  EXECUTIVES  VIEW  OF  THEIR  RESOURCE 
AVAILABILITY  FOR  CHANGES 


Question : 


Do  you  now  have  the  resources  to 
accomplish  these  tasks? 
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• Of  the  four  banks  reporting  bluntly  that  they  did  not  have  the 
resources  required,  three  of  them  were  in  the  $600  million  to  $1  billion 
deposit  size  range.  These  were  also  banks  looking  to  heavy  consolidation 
of  function  through  data  processing. 
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2. 


Trust  Executives 


• In  analyzing  the  ways  executives  will  address  each  concern, 
the  importance  of  improved  computer  use  becomes  apparent.  Almost 
half  the  respondents  identified  this  as  a key  way  they  would 
address  the  changes  in  store,  as  shown  in  Exhibit  IlJ-lrS. 


■ ^ 

• The  second  most  mentioned  approach  was  the  use  of  DTCs  or 
New  York  clearing  in  order  to  reduce  float.  Since  this  was  a 
prompted  response,  the  levels  of  importance  may  be  less.  Three 
respondents  mentioned  the  development  of  short  term  funds  or 
pooled  variable  notes  as  a response  to  float  concerns. 


• Four  respondents  stated  they  would  react  to  changes  by 
getting  out  or  reducing  their  effort  in  stock  transfer. 


• In  terms  of  changes  in  actual  operation,  the  prevalence 
of  computer  systems  change  is  repeated.  Particular  system 
needs  identified  were  as  follows: 

- participant  accounting  package,  PAP 

- computerized  tax  system,  2 respondents 

- cost  accounting  system 

- personal  trust  package 

- security  movement  and  control  (respondent  will  develop 

and  market  it) 

- will  file. 

• Two  respondents  were  obtaining  a minicomputer  for  data  entry  and 
local  processing. 


• In  examining  the  driving  force  for  each  change,  increasing 
revenue  was  surprisingly  strong  a reason,  as  shown  in  Exhibit 
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EXHIBIT 


-18 


WAYS  IN  WHICH  TRUST  EXECUTIVES  WILL  ADDRESS 

MAJOR  CONCERNS 


Number  of  Respondents 

Computers/Systems 

12 

DTC/N.Y.  Clearing 

7 

Reduce  Stock  Transfer 

4 

Fees 

Develop  Short  Term  Funds 

3 

J 
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INPUT 


EXHIBIT 

DRIVING  FORCES  FOR  CHANGE  AS 
PERCEIVED  BY  TRUST  EXECUTIVES 


Number  of  Respondents 

Increase  Revenue 

21 

Meet  Competition 

4 

Regulation 

2 

Other/ Costs 

14 
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INPUT 


Of  those  making  changes  for  'other'  reasons,  half  of  them  were  doing 
so  because  of  costs.  Again  the  computer  systems  were  equated  with 
reducing  costs  by  trust  executives. 


• In  addressing  the  question  of  the  availability  of  resources, 
a surprising  number  felt  that  they  didn't  have  all  the  resources 
necessary,  as  shown  in  Exhibit  Of  these  10  respondents,  the 

following  items  were  identified: 

“ no  computer  system 


- no  people 

- 'no  commitment  from  bank  for  needed  DP  and  marketing' 

- not  as  many  people 

- 'have  trust:  would  buy  others' 

- computer  system  (use  SEI) 

- 'need  on-line  record  keeping  out  of  trust!' 

- - 'not  in  employee  benefits' 

• Of  those  companies  stating  they  had  the  resources,  at  least 
6 considered  the  bank  had,  but  that  they  had  a problem  in  getting 
others  to  assign  a fair  share  of  resources  to  the  trust  operation, 
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EXHIBIT 


TRUST  EXECUTIVES’  VIEWS  OF  SUFFICIENCY 
OF  RESOURCES  AVAILABLE  IN-HOUSE 


Number  of  Respondents 


Completely  Sufficient  17 

Not  Completely  Sufficient  10 
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INPUT 


3.  Operations  Executives 


• Operations  executives’  main  concern  was  cost;  they  will  address 
the  problem  mainly  through  new  systems  and  by  keeping  up  with  techno- 
logy. It  was  mentioned  most  frequently  as  being  the  way  in  which  their 


development  of  personnel,  and  the  use  of  outside  services  all  ran  sub- 
stantially behind  as  being  a solution  to  operations  executives  concerns. 

• The  types  of  new  systems  which  will  be  developed  are  apparent  in  Exhi- 


investment  or  change  which  would  occur  in  their  operations.  Only  one 
executive  expressed  the  fear  that  considerations  of  privacy  would  change 
his  processing  methods  in  the  next  five  years.  His  reaction  was:  "privacy 
is  awful." 

• Twelve  out  of  seventeen  operations  executives  who  responded  felt  they 
either  had  the  resources  to  effect  these  changes  or  that  resources  would 
be  made  available  to  them. 

• The  impact  of  competition  on  the  development  of  new  systems  met  with  a 
mixed  reaction.  Six  felt  that  competition  was  very  important  and  pushed 
development  of  new  systems.  This  resulted  in  placing  them  in  a "reaction" 
mode  and  made  planning  difficult.  On  the  other  hand,  five  said  they  were 
not  concerned  about  competition  since  they  were  either  leading  the  field 
in  new  systems  development  or  had  too  many  problems  with  existing  systems 
to  be  concerned  about  what  others  would  be  doing. 


concerns  would  be  addressed,  as  shown 


the 


bit 


Twelve  executives  mentioned  on-line  systems  as  being  an 


61 


INPUT 


i * • -'.Jlfi  li  I tiy 


v,{T<nei;  J<iv/  4<t'  i<  ;■.'»■.»’■».*  v ) Ut>..  B4ir^ 


?Jl>i«iIi55aaiaiI^  :gf  as. 

• ..•W  ■'-Tr/.V  ' 

0 ' .,.;.JKa — M 


J :ys^  3 


w. 


v.‘»,t  1‘jtriw  Tr-v#  ■ 

< * \ '» 


. ‘ rf:.»  MM  ^'ir|i-'jL 

..  m ..^ 


n ' 


vli"  h^'’  '' 


••-Ijti  tu 


- ' 


/ 


».  'V'  * ‘;tg*xk  T#  .•.  i li  I '6t®f  jj  3_fXj|^sA.d„  iM-iw  Li-*^  . : tr:^ 

.,,  '•  ' T ' ‘ ;S‘***  ■ '•<■;  .J 

'.  . • • “t  - •'  ' . • ••  • 


■»  ■ . •.'?- 


■ 

'4i-  •’H./'X'- 


■■'.V  V 

.X' 


,i 


-i-r 

I Hi  • TT. 


■■  ■♦  I •<>  V ' • -p.  _ ^ ' ■ i j lir.' vf 


'\a  ^ 

i-. 


•- • ••  .w.'  ' ' .1^  - 

■ U'MV  y.-r.v  .*  ■' ■•  *■  »■  ' ^JU«iii.^i'.*!fir  >4ill  ^>r' 1 _ 


s/Jjr 


jr  ’-.  • .»j 


•I 


. I i',  <.' 


K "'  ■ 

t 


..ll,.'  ,,..w 


J 


♦ ....  -v:-  '.  C4}|»  :v>vi  SPn'vi'^Mtw  rf.  n . ;i  i/W  %*o  ;tfcfO,  9y  * gf> 


• h- 


1 ■'  i^> 


V 


• t»  »s  .- 


...^^.  .^iLf  'a3 

iS  ■ ■ ^ ^■ 


I,  ' 


# ;itli»'  -■s^y  Jsiii  ..'*5»'^fi  •♦(.  '•  ('n*fc'5„^  ^-^ao>- “1“’^  'H  • 


3i 


tt^ 


.-^1*'  > r.t  -Vi. 


/ V <• -V?  n'‘- •:  *’ i.  r^i’i 

S5?.  3 —} 

■r-Ti’'-.'  I I .jciT  f '.s  4\x^  ^0tf  .4<? 


I , 


ra 


T»f^  s ■’'  ' fetft/-  -i 


]^r 


I *-^/ J jw*i  i'UTM 


,t'hi»'’  >•>:'  •: '.  •*  iC/'  V i i '. 

’■  ’ ■■■■■  J'  1 " 

f ■ -■  iJ . i*  ^ ■•  <‘«.JB  i U 3 « . W-  ij S ^ 


■'  IT.. . J ^ k .'  at.**  - • < ••  •'•  'JIRt^i  >T{j 


' »1^ 


f.-n  V 


W»»'l  ATfevi 


-trill  3;Jyr.v  =>  xnrf:  ® 


.J 


.fV" 


•if’  J^'a 


■-'Sv'  , 


EXHIBIT 

WAYS  IN  WHICH  OPERATIONS  EXECUTIVES 
WILL  ADDRESS  THEIR  CONCERNS 


Change 

Mentions 

New  Systems/New  Technology 

11 

Planning 

3 

Develop  People 

3 

Use  Outside  Services 

3 

Other 

10 

INPUT 


EXHIBIT  II 


CHANGES  IN  PROCESSING  METHODS 
IN  OPERATIONS 


Change 

Mentions 

On-Line  Systems 

12 

Consolidation 

4 

Hierarchical  Banking 

2 

New  Services 

3 
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p The  impact  of  technology  in  the  EDP  functions  also  failed  to  generate 
concensus  among  operations  executives.  A few  felt  there  would  be  improved 
price-performance  resulting  in  lower  unit  costs.  Whereas  others  anticipated 
more  sophisticated  equipment  and  increased  cost.  One  saw  the  possibility 
of  centralization  through  improved  communications  technology,  but  two 
thought  decentralization  would  be  possible  by  using  minicomputers.  Only 
one  saw  the  possibility  of  a "computer  utility." 

\ 

• Significantly,  the  banks  which  felt  they  were  leaders  and  did  not 
have  to  respond  to  competition  also  felt  technology  would  save  them  money. 
Those  who  were  reacting  to  competition  felt  new  technology  was  more 
costly. 


• EDP  costs  averaged  $6  million  per  year  in  eight  IBM  installations 
which  reported.  These  costs  were  projected  to  increase  by  26%  by  1978 
for  an  average  of  $7.6  million  per  year,  as  shown  in  Exhibit 
There  is  wide  variation  in  the  cost  of  data  processing  related  to  deposits. 
The  annual  cost  varying  from  $140,000  per  $100  million  in  deposits  to  over 
$1  million  per  year  for  each  $100  million  in  deposits.  Significantly, 
the  three  highest  figures  were  associated  with  the  three  smallest  banks, 
which  had  deposits  under  $300  million. 
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IBM  System  /370  unless  otherwise  noted. 


•s 


C.  SERVICES  USED  BY  BANKS 


1.  Senior  Executives 


• As  shown  in  ExhibJ  almost  half  the  respondents  reported 


their  bank  using  some  kind  of  outside  data  processing  service.  These 
were  made  up  as  follows: 


vices,  the  largest  of  which,  a very  large  bank  in  Ohio,  was  spending 
$150,000  per  year. 


banks  of  all  sizes  were  familiar  with  data  processing.  Ten  of  the 
senior  executives  specifically  mentioned  a data  processing  product  or 
service  with  some  degree  of  familiarity.  In  addition,  none  of  the 
executives  complained  of  not  understanding  the  area,  or  stated  it  was 
someone  else’s  concern.  Senior  bank  executives  thus  appear  to  be  far 
more  aware  of  data  processing,  its  problems  and  potential  than  hitherto 
experienced. 

• Senior  executives  identified  a few  areas  where  services  could  be 


respondents  particularly  identified  the  possibilities  of  an  outside 
service  performing  part  or  all  of  their  computer  processing,  and  another 


Credit  card  processing  by  banks,  2 respondents 


Standard  computer  services  (DDA,  Loans,  etc.). 


1 respondent 


Trust  services  (Bradford 


3 respondents 


Payroll  and  other  services  from  ADP,  2 respondents 


In  addition,  three  senior  executives’  banks  were  using  remote  ser- 


A  noteworthy  point,  is  the  degree  to  which  senior  executives  in 


performed  for  their  banks,  as  shown  in  Exhibit 


the 
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EXHIBIT 

SERVICES  USED  BY  THEIR  BANKS  - 
SENIOR  EXECUTIVES  REPORTS 


Services  Marketing  Services 
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EXHIBIT  II>^5 


SENIOR  EXECUTIVES  VIEW  OF  POSSIBLE  SERVICES  USE 


Question:  Which  tasks  do  you 

Question:  What  would  you  like 

think  could  be  accomplished 

to 

see  a service  organization 

by 

an  outside  service 

offer  to  your  bank? 

organization? 

• 

Computer  processing 
marketing  research 

• 

Trust  processing 

• 

Evaluation  services 

• 

Modelling,  looking  at 
processing 

• 

Payroll-possibly  to  ADP 
DDA  package 

• 

Terminal  /network  set-up 

• 

Computer  hardware/opera- 
tions-possibly  more  in 

• 

Cost  accounting  system 

future. 

• 

Mortgage  services 

• 

Personnel  plans 
Trust  services 
Accounting 

Stocks  and  bonds  reviews 

• 

Part  of  processing 

e 

Consulting,  particularly 
conversion  DOS  to  OS 

• 

COM  payroll 
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bank  would  have  liked  to  see  a terminal/network  offering. 

• As  shown  in  Exhibit slightly  more  respondents  were 


positive  to  the  use  of  outside  services  than  were  opposed  to  it. 

There  is  an  expected  correlation  between  positive  attitudes  to  ser- 
vices and  a non-banking  background.  There  were,  also,  many  qualifying 
comments  as  to  the  use  of  outside  services.  For  example,  the  President 


with  a good  cost  analysis,  although  cost  itself  would  be  a subsidiary 
condition.  The  Chairman  of  the  Board  of  a $1.3  billion  bank  was  positive 
to  using  services  and  might  be  more  in  the  future;  people  costs  are  the 
key I However,  the  Senior  Vice  President  of  a $900  million  holding  com- 
pany "heavily  favored  in-house". 

• Exhibit  shows  the  receptivity  of  senior  executives  to  con- 

sideration of  a management  contract  for  all  or  part  of  their  banks  operation. 
Most  executives  would  not  consider  it  and  some  were  very  emphatic.  Reasons 
given  for  not  considering  it  were  varied: 


of  a $670  million  bank  stated  they  needed  an  extremely  good  proposal 


" We  know  better  than  outsiders;  I feel  very  strongly  about 


it.”  (Vice-Chairman  of  a $900  million  bank) 


M 


Economics  wouldn’t  justify  it"  (Senior  Vice  President  of 


$900  million  holding  company) 

"Made  management  decisions  to  be  masters  of  our  own  destiny" 


(Executive  Vice  President  of  a $200  million  bank) 
"Emotional  decision"  (Executive  Vice  President  of  $600 


million  bank) 
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EXHIBIT  11^26 


V 


ATTITUDES  OF  SENIOR  BANK  EXECUTIVES 
TO  USING  OUTSIDE  BANK  SERVICE  ORGANIZATIONS 


70 


INPUT 


o o 


EXHIBIT 

SENIOR  EXECUTIVES  RECEPTIVITY  TO 
FACILITIES  MANAGEMENT 


= Now  Using 


= Had  firm  Proposal 


Would  Consider 
FM  Contract 


Would  Not  Consider 
FM  Contract 
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"Only  consider  FM  if  things  are  really  bad  internally" 
(Senior  Vice  President  of  $900  million  bank) 


- "Keep  control  of  operations"  (Executive  Vice  President 
of  $1.5  billion  bank) 

• The  two  companies  that  had  had  a firm  proposal  (both  from  EDS) 
had  rejected  it  because  one  had  "lower  internal  costs"  and  the  other 
felt  it  could  do  a better  job  internally. 
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Trust  Executives 


4m 

• Only  one  trust  executive  flatly  stated  ’none’  when  asked 
'What  parts  of  trust  operation  support  would  he  be  willing 
to  have  performed  outside? 

• As  shown  in  Exhibit  I 
most  frequently  mentioned  as  specific  services  being  used  or  usable. 

Computer  processing,  accounting,  stock  transfer,  and  personal  trust  when 
grouped  together  actually  were  the  highest  in  frequency  of  mention. 
Altogether,  over  half  the  respondents  would  consider  outside  processing 
for  their  main  record  keeping  in  at  least  corporate  trust  or  personal 
trust. 

• Participant  record  keeping  or  employee  benefit  accounting  was  also 
mentioned  frequently.  In  this  area,  no  one  vendor  has  a significant 
position. 

• Other  areas  identified  were: 

- investment  information,  4 respondents 

- estate  planning 

- common  trust  funds 

- cost  allocation 
marketing 

- consulting 

- general  timesharing 

• In  looking  at  what  services  trust  executives  would  like  to  see  offered, 

there  was  again  considerable  variety — as — cLhmjn  in  Exhibit 

Performance  measurement,  evaluation  and  investment  review  services,  as  a 
group,  were  most  frequently  mentioned.  This  may  be  because  of  the  increased 
competition  and  the  new  emphasis  on  performance  in  trust  activities. 


^pricing  and  data  base  systems  were 
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EXHIBIT  IJ.T^8 

OPERATIONS  SUPPORT  AREAS  WHERE  TRUST 
EXECUTIVES  WOULD  CONSIDER  SERVICES 


Number  of  Respondents 

• Any  5 

• Pricing/Data  Base  10 

• Processing  12 

- Personal  Trust  (4) 

Corporate  Trust  (4) 

- Computer  Processing  (2) 

- Accounting  (2) 

• Performance  Measurement/Evaluation  6 
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EXHIBITXLII-29 


SERVICES  TRU^  EXECUTIVES  WOULD  LIKE  TO 
/ SEE  OFFERED 


Number  of  Respondents 


• Any  4 

• Performance  Related  6 

• Marketing  4 

• Other  11 
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• Marketing  services,  including  market  research  was  an  area  which 
several  executives  agreed  on.  Otherwise  services  identified  included: 

- participant  record  keeping 

- pricing  of  municipal  bonds 

“ stock  transfer 

- risk  analysis  system 

- tax  return 

- measurement  of  research  results 

- will  file 

- cost  allocation  system 

- system  to  reduce  paper. 

• In  this  question,  executives  were  often  identifying  services  that 
had  not  yet  been  offered  to  them  rather  than  any  that  they  would  consider. 

• Very  few  trust  executives  were  negative  on  use  of  outside  services 


as  shown  in  Exhibit  Illr^O.  This  is  probably  because  all  trust  departments 
use  some  outside  services  and  many  spend  considerable  sums  for  various 
types  of  investment  and  accounting  services  - these  executives  are  used 
to  dealing  with  service  organizations.  Even  those  that  are  negative  will 
use  advisory  services. 

• Use  of  facilities  management  received  quite  strong  support  from 


trust  executives  as  shown  in  Exhibit  . However,  several  trust 

executives  stated  that  although  they  may  favor  it  the  decision  was  outside 
their  control.  It  would  be  either  in  the  holding  company  or  operations 
committee  of  the  bank. 

• The  most  acceptable  facilities  management  area  is  that  of  corporate 
trust,  particularly  stock  transfer.  All  those  executives  that  would 
consider  parts  of  their  activities  for  FM  and  several  of  those  that 
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EXHIBIT  II1>30 


TRUST  EXECUTIVES  ATTITUDE  TO  USING 
OUTSIDE  SERVICE  ORGANIZATIONS 


Number  of  Respondents 

Positive 

16 

Neutral 

7 

Negative 

5 
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EXHIBIT  11^31 


ATTITUDES  OF  TRUST  EXECUTIVES  TO  THE 
USE  OF  FACILITIES  MANAGEMENT 


Number  of  Respondents 
Would  consider  for  all  14 

Would  consider  parts  6 

Would  not  consider  8 
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would  not  consider  it,  indicated  that  this  was  the  most  separable 
area. 

• Reasons  advanced  for  considering  FM  included: 

- cost/profitability 

- on-line  capability 

- more  priority  with  service  than  in-house  data  processing 

- lack  of  internal  technical  expertise 

• However,  restrictions  placed  on  a vendor  included: 

- local  processing 

- established  systems 

- commitment  to  updating  systems 

• One  large  Ohio  bank  mentioned  they  would  prefer  a local 
consortium  of  banks  getting  together  to  set-up  a service  and  then 
hiring  an  outside  company  as  the  manager  of  the  service. 

• Almost  half  the  executives  who  would  not  consider  FM  had  received 
a firm  proposal  in  the  past.  One  of  them  did  not  contract  because 
they  could  not  resolve  details.  Other  reasons  advanced  for  not 
contracting  were  primarily  related  to  cost;  including: 

- cheaper  in-house  (sunk  cost  of  computer) 

- timing  bad 

- duplication  of  effort 

- costs  high 
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3.  Operations  Executives 

• Almost  half  the  operations  executives  contacted,  reported  using 
consulting/programming  support  and  remote  computing  services  as  shown 
in  Exhibit  111:^32.  Remote  computing  services  vendors  were  being  used 
in  a variety  of  ways : 

- SBC  for  accounts  payable 

— TSO  from  an  insurance  company 

- GE  and  CSC  for  general  timesharing 

• Other  processing  services  were  being  used  in  different  support 
areas  in  the  respondents'  banks: 

mortgage  processing  (CPI) 

- credit  card  processing 
correspondent  banking  (Leader) 

- facilties  management  (UCC) 

• Respondents  generally  had  a preference  for  using  support  services 
as  opposed  to  overall  processing  services.  One  area  in  which  they  were 
particularly  receptive  to  the  use  of  outside  services  was  in  that  of 


network  communications /EFTS  'switch',  as  shown  in  Exhibit  IJET^33. 

• Although  almost  equally  favored  on  first  sight  towards  processing 
services,  on  closer  examination  this  is  seen  to  be  distributed  over 
several  different  areas  in  banks: 

- facilities  management 

- correspondent  banking 

- corporate  trust 
DDA 


payroll  (ADP) 


other 
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EXHIBIT  111^2 


OPERATIONS  EXECUTIVES  REPORTED 
USE  OF  OUTSIDE  SERVICES 


Use  Outside  Services 

Mentions 

Consul ting/Progranraiing 

7 

Remote  Computing  Services 

7 

Correspondent  banking/FM 

2 

Other  data  processing 

3 

Mortgage  Processing 

2 

Credit  Card 

2 

ACH 

2 

Other 

7 
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EXHIBIT  ILT^33 


AREAS  IN  WHICH  OUTSIDE 
SERVICES  COULD  BE  USED 


Area 


Mentions 


Networks/ Switch 


6 


Processing 


6 


None 


4 


Other 


3 
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• When  asked  what  they  would  like  to  see  vendors  offer  to  them 
about  a third  of  the  respondents  replied  ’nothing’,  a fairly  strong 
negative,  rather  than  ’I  can’t  think  of  anything’  or  some  similar 
inocuous  phrase. 

• Several  banks,  however,  would  be  attracted  by  an  EFTS/switch 
offer.  An  executive  of  a $700  million  bank  stated  that,  ’If  someone 
came  with  a well-conceived  POS  service  it  would  be  very  attractive’. 

Two  banks  would  also  like  to  see  a ’total’  service  offered.  Other 
services  wanted  were  ’programming  help’  and  a ‘sophisticated  proof-of- 
deposit’  system. 

• In  looking  at  outside  services,  over  a third  of  operations  executives 
stated  they  would  consider  facilities  management^  as  showu--j^=r--g5<Tii  hit 

Of  those  that  wouldn't  consider  it,  six  had  had  a firm  proposal  in  the 
area  although  some  of  them  were  up  to  six  years  old.  Reasons  for  not 
accepting  it  included: 

- costs,  2 respondents 

- ’they  left,  too  vague  a proposal’ 

- ’too  integral  a function  to  contract’ 

’did  not  want  customers’  private  records  turned  over  to  private 
firm 

• As  one  executive  said,  ’It  looks  a fantastic  deal  on  paper’. 

Any  consideration  of  FM  would  be  done  for  all  processing  - it  is  difficult 
to  split  parts  out  and  then  have  to  reunify  outputs.  However,  the  trust 
department  did  not  appear  to  receive  heavy  consideration  from  these 
executives  so  that  they  nay  not  have  considered  separating  that  part 
from  the  main  processing. 
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D. 


BANK  EXECUTIVES  VIEWS  ON  FACTORS  AFFECTING  SELECTION  OF 
OUTSIDE  SERVICES  ORGANIZATIONS 


1.  Senior  Executives 

• Even  more  important  than  financial  stability,  a proven  track 
record  was  identified  as  a mandatory  requirement  by  half  of  the  senior 
executives  interviewed.  However,  some  did  say  that  they  would  pioneer 


under  certain  circumstances,  as  shown  in  Exhibit 


• Senior  executives  were  basically  concerned  about  the  ability  of 
the  vendor  to  get  the  job  done  now,  although  several  mentioned  the  need 
to  be  assured  of  continued  development  and  support. 


• Desirable  characteristics  mentioned  included  innovative  capability, 
flexibility,  and  local  presence  (three  respondents).  In  addition,  another 
respondent  identified  the  "Boy  Scout  Oath"  as  desirable. 

• Few  bank  executives  had  strong  preferences  for  dealing  with  another 
bank  or  an  independent  company.  However,  there  was  some  indication  of  a 
preference  for  dealing  with  an  independent  company  as  shown  in  Exhibit  LXi-=^b^ 3 
and  also  a marked  preference  for  paying  for  services  by  fee. 


• The  decision  process  at  this  level  was  ill-defined.  For  decisions, 
four  respondents  identified  committees,  two  gave  the  parent  company,  and 
four  gave  a "top  manager",  as  the  responsible  authority.  However,  there 
was  much  variation  as  to  the  type  of  service,  since  many  minor  services 
can  be  bought  at  the  line  level,  while  some  are  so  major  that  the  decision 
may  go  to  the  executive  committee  of  the  board. 


Nowhere  was  a "top-down"  decision  process  in  evidence  - it  was  always 


85 


INPUT 


:\  r 

I 11  V 


>' . , U‘-  ' ^'!'4*iiin Jww  t**  r 


.|.<«.'('Ti;;9  ■' 


siafjas,  ,,i 

B'|lls4»  1*^ 

. ^ i ' 

-7; 

^ ,-.  [•  ^i%i  Mutl  y -b t^d: 

. '■:'  ' - ■ "■■'  ■■  ' 


' •«^,1' . -•  -fc 


„ ■ 4'i’. 

: . 


S,«.  ;:j-it<Jj^;  9(5 :.,  jyprtr  ■’ 


• . I-  =>ff-T 


- • ■-;  • *..  ■' ■■'S' ' ’■■  ^^  ' ■-'  ■'  ‘'J'i-  ■ .,  ■■'^  '.-f:.',~^H. 


m,-  ?■■'■** 


0%. 


M: 


,*  ' ‘ \' 


39 


£;  . - ^ - " *-s  . v'  "'^;”' 

a<l  •*‘{fer.O  Tt-qisZ  STtfS?,’* 


:■>  ^ ■»  !. 


-<  »■•*  U‘ 


A* 


4 ^ 


• ■'A^i.j 


■i  ^ .11 

yi  ai 


' W'J.’i  .•!  pu  i'.'Vjp.'a  ci  v^i.-i.fTtf ' li 

' ' ' ■'  '*'V 


- a 3f  '■;  . 

vac  . ^ ':V'/-;,  '•  .'1i?  '.‘•'  * . 'U^'  fV/;I 


i£*^:  . Vi.i:J6HJrii.  ^;.tdx>rii^i^ys.»a 

0 ■ ■■ 

I 


ip|' 

i|;i?^^'6«'  1 6eJ!<i ''.bcmv 


s .. 


rr, 


•«*iil.yti^  ntUcj 


'■'  I "!T|-  J , 


'C 

’)V£^  TSXiSkM 


'liJ 


,1  , ..V.  ' -B8  *' 

/'"V  ..  '*  ,. f.»:d  '^tb;  3b 'l|^  cl  fi 

“ ■ . ' . ' '"  ■’  ■ ' ‘if*' M:iv'.' - ' ^ 


¥^$»Uk  t 


■•  ju-  :-j‘>/  > ill 


0;t'VCi4( 


:.,..::S^' 

n.v 


-ii’'3 


EXHIBIT  11X35 


SENIOR  EXECUTIVES  REQUIREMENTS  OF 
SERVICE  COMPANIES 


Dependability/ 

Reliability 


References/ 

Reputation 


Proven  Track 
Record 


High  Technical 
Ability 


Financial 

Stability/ 

capability 


Security/ 

Integrity 


Other 


Number  of  Respondents 
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EXHIBIT  IIJ^ 


SENIOR  EXECUTIVES  PREFERENCES  IN  PURCHASING 
OUTSIDE  SERVICES 


10 


CO 

■M 
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Prefer 
Dealing 
With  A 
Bank 


Prefer 
Dealing 
With  An 
Independent 
Company 


Prefer 
Paying 
'or  Services 
By  Fee 


Prefer 

Paying 

For  Services 
By 

Balance 
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2 


"bottom-up"  and  there  seemed  to  be  an  over-reliance  on  committees. 

Although  several  banks  appear  to  be  moving  away  from  their  use;  one 
bank  executive  in  particular  mentioned  having  as  few  committees  as 
possible  involved  in  the  process. 

• Internal  sources  would  provide  most  of  the  information  for  the 
decision  and  selection  process,  with  half  the  respondents  stating  they 
would  only  use  these  sources.  Relatively  few  banks  would  use  independent 
consultants  or  their  accounting  companies.  There  was  more  receptivity  to 
industry  sources,  in  particular  to  the  use  of  other  banks,  either  corres- 
pondents, large  banks,  or  banking  "friends".  Other  sources  included  vendors 
and  specifically  competitors  of  the  vendor  considered. 


• Specifically  when  asked  about  information  sources,  half  the  respondents 
referred  to  other  banks  while  only  four  identified  the  ABA  as  a source.  No 
one  source  was  dominant. 


• When  asked  to  give  advice  to  a vendor  of  services  to  banks,  senior 
bank  executives  came  up  with  a variety  of  suggestions  as  shown  in^Exhibit 
III-37 . One  thread  that  could  be  identified  is  that  branoff  executives 
would  look  to  such  a vendor  to  be  up-to-date  in  th^^atest  technology 
and  systems  in  order  to  help  them.  Also,  tl^^^cond  tier  of  banks  appears 
to  be  a target  identified  by  some  respcmdents. 


• A very  good  point  madexm  this  content,  was  that  banks  are  receptive 
to  talking  to  anyone ^ttiat  could  possibly  help  them.  Personal  contact  is 
therefore  encouraged.  As  one  executive  stated,  INPUT  had  no  problem  in 
setting  upr  a meetingl 
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EXHIBIT  ITt-37 


SENIO|^EXECUTIVES  ADVICE  TO  A 
BANK  SERVICES  VENDOR 


Products  and  Services  to  Develop 


Marketing  and 
Sales  Approaches 


• Computer  Services  Targeted 
for  banks  smaller  than  $100 
million. 

• Training  Systems 

• Assist  on  pricing 

• EFTS/POS  System 

• Help  Banks 

- keep  costs  down 

- keep  up  with  technology 

• Broad  services  - give 
guidance  rather  than  be 
'Up-Front' 

• Anticipate  changes  for 
banks  - have  cost  account- 
ing and  performance 
measurement  for  firm 
pricing 

• Go  for  something  unique 

• Limit  areas  of  expertise 

• Give  good  service  to  con- 
sumers 

• Dire  shortage  of  good 
analysts 

• Consulting 


• Sell  by  personal  contact 

• Do  what  ADP  does  - be  best 
in  your  field 

• Target  banks  less  than 
$600  million 

• Don't  over  promise 

e Try  to  share  risk 

• Know  company  and  area 

• Show  specific  examples 

• Reference  sell 

• Target  not  lead  bank,  but 
fast  growing  bank 

9 Sell  quality 

• Mesh  objectives  of  bank 
and  service  company 

• Firm  prices 

• Knowledgeable  on  bank 

0 Qualified  people 

0 Good  Salesmen 
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2,  Trust  Executives 

• Characteristics  of  outside  services  organizations  which  are  toan- 
datory  in  the  view  of  trust  executives  are,  in  order  of  priority: 

1)  Professional  knowledge  and  expertise  in  banking  and  technical 
areas. 

2)  Dependability  and  reliability 

3)  Proven  track  record  with  strong  reputation  and  proven  experi- 
ence. 

4)  Financial  stability  and  integrity. 

All  the  above  were  very  close  in  magnitude  of  response. 

• Other  characteristics  mentioned  frequently  again  referred  to  people 
and  reliability,  including: 

- ’Keep  up  with  what’s  happening’ 

- ’Promptness' 

- ’Training  capability’ 

- ’Confidentiality' 

0 Noteworthy  was  that  security  was  not  mentioned  except  in  a couple 
of  comments  on  confidentiality  and  integrity.  Cost,  also,  was  only 
mentioned  twice. 

• Trust  executives  prefer  to  deal  with  banks  by  a slight  margin  over 
bank-oriented  services  companies.  These  service  companies  actually  were 


executives,  however,  stated  that  they  had  little  preference  for  a par- 
ticular type  of  company:  their  choice  would  be  made  on  other  factors. 
Nevertheless,  perceived  specialization  has  a distinct  advantage  over  di- 
versification. 


■^1  ^ 


preferred  to  captive  bank  affiliates,  as  shown 


Many 
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EXHIBIT  II 


EXECUTIVES'  PREFERENCES  ON  TYPE  OF 
SERVICE  ORGANIZATION 

Organization  Rank  Rating* 

Money  Bank  Correspondent  1 7.2 

Captive  Bank  Affiliate  3 6.2 

Large  Diversified  Firm  6 4.6 

Small  Applications  Specialist  3 6.2 

Independent  Diversified  Service 

Company  5 5.4 

Independent  Bank-Oriented 

Service  Company  2 6.6 

* Based  on  approximately  20  responses 
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• In  terms  of  making  a decision  on  outside  services,  only  a third 
of  the  respondents  mentioned  a specific  individual.  Usually,  this 
was  the  President  or  CEO,  or  the  head  of  the  department  in  some  of  the 
larger  trust  departments.  Most  respondents  used  a committee  approach 
either  on  an  ad  hoc  or  a regular  basis. 

• Committees  mentioned  fell  into  three  categories: 

--  management  committee 

- operations  committee 

- trust  committee 

Those  banks  operating  with  a trust  committee  usually  had  operations 
separated  from  bank  operations.  This  is  a fairly  clean  line  for  making 
major  EDP-related  decisions. 

• Those  banks  using  an  ad  hoc  or  established  operations  committee 
involving  EDP  are  probably  poor  candidates  for  FM  because  of  the  continued 
involvement  of  the  DP  department  in  the  discussion  and  selection  process. 

• In  the  decision  and  selection  process,  executives  would  use  pri- 
marily internal  sources.  About  half  the  banks  relying  on  internal 
sources  would  involve  the  EDP  department  of  the  bank  as  a matter  of 
course;  the  others  would  bring  them  in,  if  required,  primarily  to  eval- 
uate software.  Thus,  trust  departments  do  have  quite  an  amount  of  control 
over  their  selection  process.  However,  when  recommendations  go  outside 
the  trust  department,  EDP  tends  to  become  involved. 

• ABA  trust  group  received  some  mention  as  a source  of  information  in 
the  decision  process.  Several  references  to  it  were  negative. 
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• The  other  major  source  of  information  in  the  decision  process  is, 
again,  'other  banks.'  Most  of  these  are  informal  contacts,  but  there 
are  several  groups  such  as  'Round  Robin'  and  'Exchanger'  which  exist 
to  share  information  among  like  banks. 

• As  a source  of  information  on  the  availability  of  services,  the  ABA 
trust  department  was  most  frequently  mentioned, as  shown  in  Exhibit 

Primarily  its  publications  were  used,  such  as  the  software 
directory  (wbi.c.h-JjicJ.donta4d:y-^oo6^-jicd:  Bradfe-r4-)-. 

• . Generally,  however,  there  appears  to  be  no  central  source  that  trust 
executives  turn  to.  Perhaps  as  a result  of  this  Ohio  departments  are 
building  their  own  directory. 


• Executives  were  positive  about  the  need  for  services  in  the  trust 
market,  only  two  negative  comments  were  made,  one  by  an  executive  who 
said  he  'felt  sorry'  for  vendors.  This  executive  had  tried  to 
sell  his  bank's  highly  complex,  personal  trust  system  and  had  not  suc- 
ceeded. ■r.uHiiiiiMiil  u ri4i\  1 p f n 1~  B ^ ^ grPT  T P g ag  ghm.m  TrT> 


• The  recommendations  for  sales  emphasis  are  fairly  standard  'except  that 
cost  is  not  that  impor^etit.  As  one  executive  put  it,  'We  will  pay  for 
good  service.'  The  market  is  nb<price  sensitive;  it  is  the  overall 


impact  on  department  costs  that  is  important 


• Management  in  trusK^  departments  lacks  many  of  the  tools  necessary  to 
perform  its  functions.  Tni-s  is  shown  by  their  willingness  to  retain 
consultants  and  the  types  of  pn^ducts  they  would  emphasize.  These  may 
be  categorized  according  to  managemeift  function : 
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EXHIBIT  IllpSy 


INFORMATION  SOURCES  FOR  TRUST  SERVICES 


Source  Mentions  Comment 


ABA  - Trust  Department  10 

Vendors  4 

Other  banks  8 

Conferences/meetings  3 

Publications  4 

Other  6 


Not  heavily  favored.  Software 
lists  mentioned  several  times 

Including  IBM.  Vendors  ’came 
to  them' 

Mainly  correspondent  banks  and 
others  known  to  respondent 

Trust  automation  conference 

Only  publication  mentioned 
specifically  was  'Trust  and 
Estates ' 
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EXHIBIT  IIIX40 


TRUST  EXECUTIVES  ADVICE  TO  TRUST  SERVICE  ORGANIZATIONS 


Area 


Comment 


Mentions 


Sales  Emphasis 


• Speed/Response 

• Reliability/Accuracy 

• Flexibility 

• Keep  up-to-date 

• Economy 


Marketing  Approach 
Emphasis 


• Personal  Calls/Presentations 

• President/CEO 

• Demonstrate  one  thing  well  done 

• Target  size  small/medium  trust  depts. 

- 4000  accounts 

- more  than  $30  million 

- $200-$300  million 

• Tailor  products  to  trust  size 


Products  and 
Services 


o Consulting  (real  money  in  it) 

• Performance  standards  and  evaluation 
methods 

• Cost  accounting 

• Personal  trust  package 

• Participant  accounting  package 

• Marketing  and  Market  Research 

• Investment  Reviews 
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planning;  need  for  market  research  ahd  standards 
controlling;  need  for  cost  acco;driting,  performance 


measurement  and  evaluation, , and  investment  reviews, 


processing;  need  for 


systems , 


onal  trust  and  participant  accounting 
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3.  Operations  Executives 


• In  examining  the  factors  used  by  operations  executives  in 

purchasing  and  selecting  outside  services,  reliability  emerges  as  the 
most  important  factor,  as  shown  in  Exhibit  . -^^ecurity  and 

flexibility  were  also  ranked  highly  although  security  was  rarely 
volunteered  as  a factor. 

• Cost  achieves  a very  low  rating  compared  to  its  importance  as 
a volunteered  factor.  When  asked  to  suggest  the  factors  they  would 
consider,  cost  was  mentioned  almost  as  many  times  as  all  other  factors 
put  together.  It  is,  therefore,  a consideration  that  must  be  addressed, 
but  is  not  so  important  that  selection  is  based  primarily  on  cost  of 
the  service.  What  is  important  is  the  overall  cost  impact  on  the  bankas 
operations. 
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EXHIBIT  IIX^l 


FACTORS  USED  BY  OPERATIONS  EXECUTIVES 
AFFECTING  THE  PURCHASE  OF  OUTSIDE  SERVICES 


Factor 

Rank 

Rating 

Cost 

7 

7.1 

Security 

2 

8.5 

Flexibility 

3 

8.4 

Reliability 

1 

9.3 

Keeping  Up  with  Competition 

8 

6.8 

Financial  Stability 

6 

7.4 

Recommendations  and  References  9 

5.9 

Implementation  of  Proven 
Products 

5 

7.7 

Availability  of  Qualified 
People 

4 

7.8 

* Based  on  13  responses 
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IV.  TECHNICAL  AND  MARKETING  REQUIREMENTS 


A.  TECHNICAL  REQUIREMENT S 


1.  Major  Areas 

• The  requirements  of  banks  for  services  can  be  divided  into  those 
they  are  currently  using,  those  they  desire,  and  those  which  are  implied 
by  the  general  environment.  Chapter  III  provided  information  concerning 
specific  services  which  are  currently  being  used  and  those  specific  ser- 
vices and  packages  which  are  desired.  The  potential  market  for  service 
organizations  falls  somewhere  between  the  sentiments  expressed  by  two  of 
the  executives  interviewed:  "Banks  do  not  need  computers  - all  services 

can  be  done  better  on  the  outside",  and  "We  can  do  all  things  better  than 
service  companies".  The  analysis  of  the  survey  results  indicates  the 
following  major  areas  of  opportunity: 

- Trust  Department  requirements 

• Investment  management 

• Corporate  trust 

• Personal  trust 

• Employee  benefits 

On-line  system  support 

EFTS  support 

- Specialized  services 

Management  information  services 
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2. 


Trust  Department  Requirements 


(a)  Corporate  Trust 

• General  trust  department  requirements  for  service  include  invest- 
ment management  systems  and  data  bases  which  will  permit  accurate  and 
timely  performance  measurement  by  account  and  by  advisor.  Such  systems 
should  also  facilitate  government  reporting  which  is  becoming  an  in- 
creasing burden  on  trust  departments.  In  addition,  such  systems  should 
provide  historical  records  of  transactions  which  could  be  used  in  the 
event  there  is  an  increase  in  liability  suits  as  feared  by  some  trust 
executives.  There  is  a general  desire  to  eliminate  paper  and  have  such 
systems  on-line. 

• Approximately  79%  of  the  trust  executives  interviewed  (22  of  28) 
expressed  concern  about  the  costs  or  profitability  of  their  corporate 
trust  operation  and  many  expressed  the  desire  to  contract  for  the  ser- 
vice. Expressed  desires  were  for  on-line  stock  transfer  systems  and 
municipal  bond  systems. 

(b)  Personal  Trust 

• Personal  trust  is  considered  a growth  area  by  many  banks  and 

the  desire  was  expressed  for  a comprehensive,  on-line,  personal  trust 
system.  Such  system  would,  hopefully,  permit  the  establishment  of  per- 
sonal trusts  on  a profitable  basis  at  $50,000  or  less.  As  one  trust 
executive  stated:  ”We  must  get  to  smaller  customers  and  this  requires 

computer  systems”. 

(c)  Employee  Benefits 

• The  obvious  growth  potential  of  employee  benefits  is  somewhat 
clouded  by  lack  of  computer  systems  and  reporting  requirements.  Parti- 
cipant accounting  and  government  reporting  systems  are  definitely  in 
demand . 
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3. 


On-Line  Systems  Support 


• Banks  are  interested  in  on-line  systems  not  only  for  the  pur- 
poses stated  under  the  Trust  Department,  but  as  an  integral  part  of 
their  customer  service  and  internal  operation.  Many  banks  need 
assistance  in  the  establishment  of  a hierarchical  network  permitting 
them  to  tie  together  timesharing  terminals,  terminals  for  information 
retrieval,  teller  terminals,  RJE  terminals,  minicomputers  and  large 
scale  systems.  Any  service  company  which  can  address  this  by  either 
supplying  total  network  services  or  assisting  the  bank  in  establishing 
its  own  network  will  find  a favorable  reception  from  banks  which  face 
the  problems  of  "keeping  up  with  technology".  As  one  executive  put  it: 
"The  technology  is  developing  so  fast  banks  are  more  receptive  to 
sharing  facilities  or  buying  services".  Even  providing  consulting  ser- 
vices in  networks  development  and  distributed  processing  would  open  up 
many  other  opportunities  for  technically  qualified  service  organizations. 
iS  Ideally,  a services  company  should  be  prepared  to  support  the  central 
computer  facility,  minicomputers  in  specific  departments  (such  as  trust) 
and  a wide  variety  of  terminal  equipment.  One  respondent  stated  that  SEI 
is  preparing  to  offer  on-line  services  from  a minicomputer  which  will  be 
located  in  the  trust  department. 
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4 . EFTS  Support 


• As  stated  previously,  the  major  concern  of  senior  executives  is 
EFTS,  and  there  are  good  reasons  for  this  concern  - banks  need  help 
In  this  area.  Whether  it  is  a question  of  supporting  ATMs,  POS  or 
CBCTs,or  providing  a shared  "switch"  or  network,  the  requirement  for 
technical  expertise  is  critical.  Service  companies  or  vendors  which 
can  demonstrate  such  expertise  will  have  a decided  competitive  advantage. 
(The  competitive  ramifications  of  this  are  discussed  under  the  section 
on  Competition) . The  needs  of  EFTS  include  a common  "plastic  interface" 
and  an  independent  switch  for  individual  banks  as  well  as  in  shared  net- 
works. These  should  be  planned  for  in  the  design  of  any  internal  net- 
work as  described  in  3 above. 
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5. 


Specialized  Services 


• Despite  galloping  technology,  there  are  still  some  rather  mun- 
dane specialized  services  which  banks  need  and  are  anxious  to  contract 
for.  Under  the  proper  circumstances,  they  can  be  quite  lucrative. 

They  include; 

(a)  COM  service 

(b)  OCR  service 

(c)  Data  preparation  service 

(d)  Specific  applications  such  as  cost  accounting,  payroll, 

financial  and  general  economic  modeling. 
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6 . Management  Information  Systems 


o The  term  Management  Information  Systems  is  used  with  some  reserva- 
tion since  it  has  been  overworked  and  misused  for  so  many  years.  How- 
ever, respondents  identified  a need  for  management  information  in  their 
banks.  This  is  caused  by  the  newly  dynamic  and  competitive  nature  of 
their  environment  and  the  need  for  managers  to  respond  to  changes  in  a 
complex  tec bnical  environment.  Banks  are  suddenly  realizing  they  must 
have  plans  and  strategies,  and  plans  and  strategies  require  information. 
The  establishment,  maintenance  and  accessing  of  planning  data  is 
apparent  even  though  only  7 executives  overall  mentioned  a critical  need 
for  information.  A true  management  information  system  for  banks  and 
specific  parts  of  banks  would  integrate  many  of  the  requirements  which 
have  already  been  mentioned. 

(a)  Cost  accounting 

(b)  Profitability  of  service 

(c)  Financial  and  economic  modeling 

(d)  Product  forecasting  models 

In  addition,  a generalized  data  base  management  and  information  retrieval 
system  is  required  to  facilitate  the  planning  process. 
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7 . Summary  of  Technical  Requirements 

• Organizations  supplying  services  to  banks  should  be  prepared  to 
offer  technical  assistance  to  their  clients  in  a complex  network 
environment  - this  implies  knowledge  of  not  only  banking  applications 
but  of  computer  hardware,  systems  software  and  communications.  Even 
chief  executives  of  banks  are  perforce  becoming  familiar  with  the 
technical  characteristics  of  their  environment,  and  v/hen  they  look  at 
potential  competition  from  insurance  companies,  savings  and  loan  insti- 
tutions, large  retailers,  and  others,  they  will  not  accept  anything 
less  than  the  most  advanced  technical  solutions. 
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B.  MARKETING  REQUIREIIENTS 


1 . Marketing  Assumptions 

• The  marketing  requirements  are  based  on  assumptions  derived  from  the 
survey  results,  the  technical  requirements  contained  in  this  section,  and  the 
competitive  environment  which  is  described  in  the  section  on  competition. 

The  assumptions  are  as  follows: 

- The  customer  services  to  be  supplied  by  banking  insti- 
tutions have  not  been  clearly  defined. 

- The  systems  support  for  these  services  is  on  the  leading 
edge  of  computer /communications  network  technology. 

- The  new  banking  services  and  the  continued  increase  in  the 
volume  of  financial  transactions  represent  an  enormous  market 
potential  for  hardware  manufacturers,  service  organizations, 
communications  carriers,  and  systems  consultants;  and 
vendors  are  aware  that  this  substantial  market  exists. 

Banking  executives  are  sensitive  to  both  the  competitive  si- 
tuation and  the  emerging  technology. 

Generally,  banks  do  not  have  the  technical  or  marketing  re- 
sources to  keep  up  with  the  technology  or  adequately  market  the 
new  services. 

- There  will  be  internal  competition  from  diverse  vendors  to 
provide  hardware  and  services  to  the  financial  community. 

- Senior  executives  who  are  most  concerned  about  the  broad  rami- 
fications of  competition  and  technology  are  directly  respon- 
sible for  decisions  on  major  purchases  of  systems  hardware 

or  services. 
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- Because  computer/comraunications  networks  imply  integration 
of  the  two  technologies,  they  must  be  viewed  as  a whole. 

- Vendors  supplying  the  broadest  range  of  products  will  have 

a significant  competitive  edge  when  dealing  with  the  decision 
makers  in  banking. 

2.  Marketing  Approach 

• It  is  important  to  convey  the  image  of  an  organization  which  services 
only  banks  - understands  banking  problems  and  solves  them.  This  means 

all  banking  problems;  not  just  those  the  organization  is  equipped  to  handle 
expeditiously.  Even  if  a conscious  decision  has  been  made  not  to  provide 
a certain  service,  the  organization  should  display  understanding  and  in- 
terest to  the  degree  it  can  be  discussed  and  recommendations  can  be  made. 

• Bankers  talk  to  other  bankers,  in  fact  this  is  their  main  means  of  ob- 
taining information  and  there  is  mutual  dependence  during  this  period  of 
competitive  and  technological  change.  They  depend  on  their  professional 
associations  (primarily  on  a personal  basis,  but  also  on  an  organized 
basis)  to  keep  abreast  of  what  is  happening  and  to  influence  what  is  hap- 
pening. An  organization  specializing  in  banking  services  can  align  itself 
with  banking  interests  in  the  regulatory  arena  (diversified  service  organ- 
izations or  hardware  manufacturers  find  this  awkward) . It  costs  little  to 
establish  an  understanding  and  presence  on  issues  affecting  banking  at  a 
federal  and  state  level.  It  can  be  as  simple  as  a letter  establishing 
position  before  a regulatory  agency  or  legislative  body,  or  active  par- 
ticipation on  the  part  of  individual  employees  in  defining  and  clarifying 
issues.  Such  participation  can  be  of  great  benefit  not  only  to  the  service 
organization  and  the  banking  industry,  but  to  the  governmental  organizations 


107 


INPUT 


as  well.  Ilany  issues  involved  with  computer  networks  in  general,  and 
EFTS  in  particular,  remain  to  be  resolved  and  can  now  be  given  direction. 

A specialized  service  organization  has  an  interest  in  actively  participating 
in  the  process  by  which  the  structure  will  be  established. 

• An  organization  should  also  demonstrate  technical  understanding  of 
EFTS  and  computer/communications  networks.  This  implies  knowledge  of  hard- 
ware, systems  software,  and  communications  as  well  as  specific  banking 
services.  Senior  banking  executives  are  not  only  willing,  they  are  anxious 
to  discuss  advanced  concepts.  Demonstration  of  an  overall  awareness  of 
technical  developments  to  senior  executives  will  prove  essential  in  selling 
today’s  products  and  services. 

• A 'top-down,  bottom-up' marketing  effort  should  be  established.  Senior 
executives  should  be  sold  on  concept  and  major  sales  and  other  executives 

sold  on  subsidiary  products  and  services.  This  approach  has  been  extremely 
effective  for  IBM  in  most  areas,  and  it  should  be  adopted  by  service 
organizations . 

o A specific  proposal  for  any  major  product  or  service  should  be  pre- 
sented at  the  chief  executive  level  within  the  bank  or  holding  company. 

The  centralization  of  decision  making  in  the  systems  area  makes  this  es- 
sential . 

• While  cost  is  always  a consideration,  the  emphasis  should  be  placed 
on  how  the  product  or  service  fits  into  the  current  competitive  and  tech- 
nological framework  and  how  it  can  be  adopted  to  the  changing  environment. 
Continuing  development  efforts  to  keep  products  and  services  up-to-date 
should  be  stressed.  When  talking  about  costs,  emphasis  should  be  on 
cost/benef its  in  the  banking  business,  not  the  cost  of  the  specific  ser- 
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vice.  A good  cost  analysis  should  be  included. 


• Commitment  to  the  banking  industry  (even  to  the  exclusion  of  com- 
petitive services)  should  be  demonstrated  in  product  design,  pricing 
and  presentation.  A product  too  expensive  for  a law  firm  or  savings 
and  loan  association  may  be  extremely  attractive  to  banking  for  that 
reason. 

• Stability  and  reliability  should  also  be  established.  An  organi- 
zation which  can  demonstrate  past  and  present  commitment  to  banking 
can  be  expected  to  continue  such  emphasis  in  the  future. 

3.  Products  and  Services 

• Ideally,  a full  range  of  products  and  services  should  be  offered 
to  support  the  technical  requirements  outlined  earlier  in  this  section. 

• Market  research  facilities  should  be  made  available  to  assist  banks 
in  defining  the  services  they  will  offer.  This  should  include  the  pro- 
vision of  financial  and  economic  models,  particularly  in  the  trust  area. 

• Banks  are  very  much  aware  that  the  competitive  environment  requires 
a change  in  traditional  marketing  strategies.  Marketing  consultation 
should  be  made  available  as  new  services  are  defined.  The  problem  as- 
sociated with  this  for  Bradford  is  that  when  there  is  a long  term  pro- 
cessing arrangement  involved  with  one  bank,  another  bank  may  be  hesitant 
to  use  the  marketing  service  by  itself.  Therefore,  Bradford  will  need 
to  structure  peripheral  services  in  association  with  its  processing 
services. 
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• Consulting  services  should  also  be  provided  on  all  aspects  of  computer/ 
communications  networks  and  related  technology,  as  well  as  in  targeted 
functional  areas  in  banks,  such  as  trust. 

• Personnel  training  in  both  marketing  and  technical  areas  is  an  essen- 
tial part  of  the  overall  service.  In  particular,  assistance  with  developing 
product  marketing  and  management  alignment  is  needed  by  banks. 

• In  targeted  areas,  there  is  an  advantage  to  be  gained  by  being  a 
'one-stop'  shop.  For  the  trust  department,  therefore,  a vendor  would 
provide  processing  services  for  corporate  trust,  employee  benefits,  personal 
trust,  and  overall  department  management  services  such  as  performance  mea- 
surement and  cost  accounting.  Sales  analysis  systems  would  also  fit 

in.  The  only  areas  that  could  be  safely  omitted  might  be  investment 
research  and  stock  quotation  information. 

4 . Summary  of  Marketing  Requirements 

• The  most  important  function  of  marketing  in  the  banking  services 
industry  at  this  point  in  time  is  the  establishment  of  a clear  company 
image.  While  competition  may  be  severe  (as  outlined  in  the  next  section) 
no  organization  has  established  itself  as  the  banking  services  company. 

This  means  the  establishment  of  a reputation  as  a company  which  under- 
stands the  dynamic,  competitive , and  technical  banking  market  and  has  the 
resources  to  provide  a comprehensive  set  of  products  and  services. 
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V. 


COMPETITION 


A.  GENERAL  COMPETITIVE  ENVIRONMENT 

• Bradford  was  mentioned  more  frequently  than  any  other  services 

organization  by  a substantial  margin,  but  still  was  recognized  by 
less  than  fifty  percent  of  the  executives  interviewed.  Among  trust 
executives,  it  was  mentioned  by  17  of  28,  but  some  were  not  too 
familiar  with  its  offerings:  "They  haven’t  contacted  us  and  we 

haven't  contacted  them,  but  ...  ".  Therefore,  it  appears  that  there 

is  relatively  low  recognition  considering  the  leading  position  Bradford 
occupies  in  providing  specialized  services  to  the  banking  industry,  and 
considering  the  fact  that  trust  executives  are  the  most  receptive  to 
contracting  for  outside  services  - especially  in  stock  transfer. 

• The  range  of  service  organizations  mentioned  was  broad  with  over 
forty  different  com.panies  being  recorded.  However,  this  represented 
many  small  software  houses  and  possible  competition  can  really  be  narrow- 
ed down  to  relatively  few  companies. 

• The  banks  themselves  are  also  competitors  as  they  invest  substantial 
amounts  of  money  in  both  computer  hardware  and  in  applications  packages. 

Many  are  considering  active  marketing  efforts  in  order  to  offset  the  cost 
of  this  investment.  In  addition,  correspondent  banking  provides  a 
vehicle  for  this. 

e Computer  vendors  also  have  an  interest  in  installing  major  systems 
within  individual  banks  and  discouraging  the  use  of  outside  services  of 
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all  kinds.  Once  a substantial  investment  has  been  made  in  computer 
hardware  (and  software)  it  is  extremely  difficult  to  justify  the  pur- 
chase of  any  outside  service.  Major  computer  vendors  are  very  much 
aware  of  the  market  potential  in  financial  institutions  and  they  must 
be  viewed  as  a substantial  factor  in  the  competitive  environment. 

• Perhaps  the  most  ominous  threat  on  a long  range  basis  will  develop 
with  EFTS  and  the  necessity  for  providing  the  switching  service.  Already, 
certain  executives  are  beginning  to  mention  AT&T  and  IBM  in  this  connec- 
tion. Quotes  include:  "AT&T  may  provide  the  network",  and  "if  IBM  pro- 

vided the  switch,  we  would  go  tomorrow".  Anyone  providing  the  network 
may  ultimately  be  in  a strong  position  to  provide  total  service. 

e Another  development  which  may  provide  competition  for  computer  ser- 
vices organizations  is  the  emergence  of  interest  in  minicomputers  as  an 
alternative  to  centralized  services  (either  internal  or  external) . It  is 
significant  that  7 trust  executives  (25%)  brought  up  the  possible  price- 
performance  and  service  advantages  of  mini’s  even. though  this  information 
was  not  directly  solicited.  Therefore,  the  competitive  environment  con- 
cerns itself  with  the  following: 

- Bradford's  image 

- Other  service  companies 

- Bank  competition 

- Hardware  vendors 

- EFTS  network  ramifications 

- Mini-computers 
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B.  BRADFORD’S  CURRENT  IMAGE 


• Senior  executives  mentioned  Bradford  three  times  as  being  a ser- 
vice organization  with  which  they  were  familiar.  This  places  Bradford 
in  the  top  five  along  with  UCC,  SBC,  ADP  and  EDS  (see  Exhibit  V-1) . 

One  of  the  banks  was  a Bradford  customer,  who  did  not  comment  concerning 
the  quality  of  service.  The  sample  size  is  obviously  too  small  to  draw 
meaningful  conclusions,  but  Bradford  appears  to  be  as  well  known  as  any- 
one else  among  senior  executives,  but  still  with  only  a 20%  exposure. 

• In  terms  of  number  of  "mentions"  by  Trust  Executives,  Bradford 
appears  to  have  the  most  recognition  among  service  companies  (see  Exhibit 
V-2) . However,  practically  all  of  the  trust  executives  have  problems  with 
corporate  trust  and  specifically  with  stock  transfer  - they  are  looking 
for  a solution  to  their  problems.  Therefore,  17  out  of  28  "mentions"  is 
hardly  an  adequate  level  of  recognition  for  Bradford. 

• In  addition,  the  ones  who  "mention"  Bradford  made  some  very  signifi- 
cant comments  (see  Exhibit  V-3) . Seven  of  the  thirteen  comments  received 
demonstrate  a lack  of  understanding  or  negative  reaction  concerning 
Bradford’s  services.  It  seems  Bradford  is  maintaining  a low  profile  in 
the  midst  of  an  extremely  promising  market  in  the  trust  area. 

• Among  operations  executives,  Bradford  is  again  number  one  in  number 
of  "mentions"  with  7 against  6 for  EDS  and  5 for  ADP  and  BCS  (see  Exhibit 
V-4).  While  most  of  the  operations  executives’  comments  were  favorable, 
it  hardly  places  Bradford  in  a position  of  significant  strength  when  we 
consider  the  wide  distribution  of  "mentions". 
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EXHIBIT  V-1 


SERVICE  ORGANIZATIONS  MENTIONED 
BY  SENIOR  EXECUTIVES 
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INPUT 


EXHIBIT  V-2 


SERVICE  ORGANIZATIONS  MENTIONED 
BY  TRUST  EXECUTIVES 
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INPUT 


EXHIBIT  V-3 


TRUST  EXECUTIVES'  COMMENTS  CONCERNING  BRADFORD 
Poor  to  medium 

Coming  out  - will  listen  to  them 
Favorably  impressed  by  Bradford 


Not  much  known 
Favorable  towards  Bradford 
No  acquaintance  really 
Bradford  good 

Might  send  them  stock  transfer 

Favorable  experience 

Excellent  experience  with  Bradford 

People  they  talked  to  in  Corporate  Trust  v;ere  not  satisfied 
Bradford  has  not  approached  us,  and  we  have  not  approached 
them,  but  may  contact  them  concerning  stock  transfer. 


Don't  know,  have  not  been  approached 
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EXHIBIT  V-4 


SERVICE  ORGANIZATIONS  MENTIONED  BY 
OPERATIONS  EXECUTIVES 


Bradford  EDS 


ADP 


BCS  All  Other 
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EXHIBIT  V-5 


SUMMARY  OF  SERVICE  ORGANIZATIONS 
MENTIONED  BY  EXECUTIVES 
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INPUT 


• Overall,  Bradford  maintained  a substantial  margin  of  recognition, 

27  "mentions"  against  10  for  SEI,  9 for  ADP,  and  8 for  UCC  (see  Exhibit 
V-5) . However,  since  this  recognition  is  based  primarily  on  the  trust 
executives  somewhat  vague  knowledge  of  Bradford,  it  is  not  necessarily 
a comfortable  position  of  leadership.  The  Bradford  name  may  be  known, 
but  the  Bradford  image  is  far  from  clear  in  the  marketplace.  This  should 
be  a matter  of  concern  since  there  is  every  indication  the  competitive 
environment  may  heat  up  considerably.  The  advantage  of  "recognition" 
and  quality  of  product  must  be  exploited  now.  This  can  only  be  done 
through  an  aggressive  sales  and  client  information  campaign  which  will 
define  the  Bradford  image. 
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C.  OTHER  SERVICE  COMPANIES 


• Computer  services  organizations  have  always  recognized  the 
attractiveness  of  the  banking  marketplace.  This  is  understandable 
since  so  much  of  commercial  data  processing  either  consists  of,  or  is 
related  to,  financial  transactions. 

• There  is  increased  awareness  among  service  organizations  of  the 
potential  which  exists.  The  wide  range  of  service  companies  mentioned 
during  our  interviews  - 149  references  to  nearly  50  companies,  clearly 
indicates  banks  are  using  services  and  service  companies  are  approaching 
banks . 

• The  investment  required  to  compete  for  the  banking  service  business 
will  increase  to  the  point  where  only  the  strong  will  survive.  This  is 
based  on  the  rapid  advances  in  technology  which  are  indicated,  and  the 
complexity  of  other  systems  required  to  support  new  services. 

• Bradford’s  main  competition  from  service  organizations  in  the  future 

will  come  from  larger  service  companies  which  have  acquired  the  specialized 
skills  to  penetrate  the  banking  market.  These  companies,  such  as  ADP , 
CDC/SBC,  SDC,  and  Tymshare  are  obtaining  these  skills  by  acquisition:  in 

the  last  several  months,  each  of  these  companies  has  been  involved  in 
obtaining  a bank  service  company. 
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D.  BANK  COMPETITION 


• Many  banks  have  been,  and  still  are,  reluctant  to  turn  over  their 
data  processing  operations  to  outside  vendors.  This  is  primarily  the 
result  of  recognizing  that  computer  systems  are  becoming  line  operations 
in  providing  new  services,  and  also  the  concern  for  losing  control  of 
their  customer  base.  For  this  reason,  some  banks  are  making  substantial 
investment  in  computer  hardware  and  software  systems.  Once  this  is  done, 
banks  recognize  the  need  to  market  computer  services  in  order  to  support 
the  capital  investment  required  to  support  their  own  customer  base. 

• With  so  many  new  services  being  considered  in  banking,  it  is  only 
logical  that  support  services  to  other  banks  would  be  considered.  In 
this  new  era,  banks  are  becoming  marketing  oriented. 

• The  trend  toward  correspondent  banking  in  many  areas  of  the  country 
tends  to  offer  a built-in  market  for  the  sale  of  processing  services  by 
the  money  center  banks,  and  the  smaller  banks  tend  to  become  a captive 
market . 

• Larger  banks  must  be  viewed  as  one  of  the  most  significant  factors 
in  the  competitive  environment. 
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E.  HARDWARE  VENDORS 


• Computer  hardware  vendors  have  a definite  interest  in  seeing 
that  banks  install  computer  systems  rather  than  contract  for  such 
services.  In  fact,  a computer  services  company  can  be  sure  it  will 
have  at  least  one  competitor  in  every  bank  - the  IBM  or  Burroughs 
salesman.  Fortunately,  in  the  past,  the  specialized  service  vendor 
had  a technical  advantage  since  they  understood  banking.  In  fact, 
one  of  our  respondents  stated:  "It  is  a source  of  frustration  deal- 

ing with  IBM  - they  don't  understand  the  business".  However,  this 
does  not  provide  much  security  since  the  IBM  salesman  on  that  account 
has  probably  already  been  removed  and  will  eventually  be  replaced  with 
one  who  does  understand  the  business. 

e In  order  to  expand  the  banking  market,  hardware  vendors  under- 
stand they  must  provide  systems  support  and  software  packages.  Hard- 
ware vendors  were  mentioned  as  suppliers  of  computer  services  by 
several  banks,  and  this  trend  will  unquestionably  continue.  As 
technology  progresses,  hardware  vendors  will  become  an  increasing 
source  of  competition  for  computer  services  companies. 
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F.  EFTS  NETWORK  RAMIFICATIONS 


• Computer  and  communications  technologies  are  developing  in  the 
direction  of  computer/communications  networks  where  it  is  difficult 
to  distinguish  between  what  is  data  processing  and  what  is  communica- 
tions. This  is  an  extremely'  important  technical  development  which 
will  effect  the  way  all  bank  business  is  conducted. 

• EFTS  places  banking  in  the  forefront  of  this  revolutionary 
development  - it  is  probably  the  most  deep-seated  concern  of  the 
executives  surveyed . 

• In  a network  environment,  there  must  be  some  centralized  control 
of  the  traffic  and  this  has  commonly  been  referred  to  in  EFTS  as  the 
"switch".  Bankers  who  have  given  serious  consideration  to  the  future 
ramifications  of  EFTS  recognize  that  some  independent  organizations 
must  provide  the  "switch".  When  this  is  mentioned,  two  names  come  to 
mind,  AT&T  and  IBM,  and  both  were  mentioned  as  being  possibilities  for 
providing  this  service.  (As  the  line  between  communications  and  data 
processing  becomes  more  confused,  competition  between  IBM  and  AT&T  will 
become  increasingly  intense.)  Potentially,  this  has  serious  ramifica- 
tions for  computer  services  companies  since  control  of  the  network 
makes  the  provision  of  "total  service"  not  only  possible  but  extremely 
attractive . 

• There  are  many  open  questions  concerning  regulation  and  anti-trust 
which  must  be  resolved,  but  computer  services  companies  in  general,  and 
banking  service  companies  in  particular,  could  find  themselves  caught 
between  the  two  giants.  An  awareness  of  developments  in  EFTS  and  active 
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participation  in  establishing  the  competitive  framework,  appears 
essential  for  computer  service  organizations. 
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G.  MINICOMPUTERS 


• Users  of  centralized  computer  facilities  have  been  among  the 
world* s most  frustrated  individuals  in  terms  of  both  expense  and 
service.  Several  executives  expressed  this  frustration.  Mini- 
computers have  recently  been  seen  as  a possible  solution  to  both 
problems.  They  have  price-performance  which  is  substantially  better 
than  their  "big  brothers",  and  can  be  put  under  the  direct  control 
of  the  end  user.  This  potentially  is  cause  for  concern  for  both 
large-scale  hardware  manufacturers  and  computer  service  companies. 
The  limiting  factor  on  minicomputer  development  has  been  software 
availability,  and  there  is  some  indication  that  this  problem  will  be 
solved  in  specific  application  areas. 

• Over  a year  ago,  Robert  B.  White  from  Citicorp  made  the  point 

quite  clear  in  an  address  titled:  "A  Business  Systems  Approach  to 

Improving  Productivity  in  the  Services  Section".  Even  though  our 
interviews  were  not  structured  to  obtain  this  information,  7 of  28 
trust  executives  mentioned  they  were  considering  minis  as  a possible 
solution  to  their  data  processing  problems.  This  was  a surprising 
result  from  our  point  of  view,  and  it  cannot  be  ignored  by  service 
companies.  An  appropriate  strategy  for  satisfying  this  requirement 
must  be  developed. 
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H.  SUMMARY  OF  COMPETITIVE  ENVIRONMENT 


• The  competitive  environment  is  both  severe  and  complex  and  we 
feel  that  is  true  for  two  reasons: 

--  The  potential  market  for  banking  services  is 
enormous  and  is  attracting  great  interest. 

- Technology  for  providing  such  services  is 

extremely  d3mamic. 

• Careful  planning  on  the  part  of  competitors  is  required  in  such 
an  environment. 
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